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Consiliaris accommodatus 


See us about the money side of Estate and Trust 
affairs. Investment accounting is a needless ex- 
pense for you, and it’s something we do very well. 
We don’t practice law, of course, but it’s our busi- 
ness to know it thoroughly wherever it applies to 
property. Our understanding of this part of your 
business can often save us both a great deal of 


time and money, two very important items. 

We have a large staff of highly skilled men in 
our Trust department who devote a substantial 
amount of their time to help attorneys solve their 
clients’ estate and financial problems. 

Our slogan goes: “‘Vos leges vigilate et nos pecu- 
nias custodiemus.”’ We do our best to back it up. 


The Trust Department 


The First National Bank of Chicago 


Dearborn, Monroe & Clark Streets - Building with Chicago since 1863 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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A Century and a Quarter 
of Trust Experience 


stands behind this Bank’s fiduciary activities. For skilled management 
in estate, trust and investment matters, you are invited to call on: 


THE BANK OF NEW YORK 


New York's First Bank + Founded 1784 
Main Office: 48 WALL ST. * Uptown Offices: 530 FIFTH AVE. * MADISON AVE. AT 63rd * MADISON AVE. AT 73rd 
Member Federal Deposit Insurance Corporation 
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GUARANTY TRUST COMPANY 
OF NEW YORK 









































Sound investment decisions depend on a thorough knowledge of today’s financial - 
situation and the ability to find and judge the facts. If you would like Cy 
professional investment guidance, either for yourself or for your clients, T; 
we invite you to talk with one of our Personal Trust officers about be 


the advantages of our Investment Service. t 


The booklet shown above is available on request. 


Guaranty Trust Company : 
of New York 140 BROADWAY, NEW YORK 15 


Capital Funds in excess of $400,000,000 








Fifth Ave. at 44th St., New York 36 « Madison Ave. at 60th St., New York 21 
40 Rockefeller Plaza, New York 20 London « Paris « Brussels 
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Cover Picture . . . Christmastide on Regent 
Street, London, where shoppers add to the 
endless crawling stream of traffic. At this 
season TRUSTS AND ESTATES extends holi- 
day greetings to ali its readers and adver- 
tisers with sincere wishes for good health 
and prosperity in 1959 ... With America 
more and more taking its place economical- 
ly, as well as politically, in the world family 
of nations, and with the strong financial 
recovery achieved by many European coun- 
tries, investors are looking abroad with new 
interest. The specter of continued inflation 
at home intensifies the search for potential 
returns elsewhere. The story of American 
Depositary Receipts for foreign investment 
is told in this issue. It is a method by which 
American investors can deal in stocks of 
many foreign corporations with the same 
facility and cost as for American stocks. 
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CORRESPONDENCE 





Credit Where Due 

I appreciate the news item published 
in the September issue on page 843 un- 
der the heading “Memo to Commercial 
Officers.” When this material was sent 
to you, I mentioned that the memo en- 
titled, “What If the Loan Outlasts the 
Borrower?” condensed from an 
original article prepared by Robert D. 
Walker, vice president of Valley Na- 
tional Bank at Phoenix, Ariz. Since no 
mention was made of Bob Walker’s fine 
article, I shall appreciate your publish- 
ing this note. 


was 


H. Leroy Austin, 
Third National Bank, Nashville 


NEVADA 


OFFERING EVERY 
STANDARD 


TRUST 
SERVICE > 


branches throughout Nevada 


NATIONAL BANK 
of NEVADA 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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° 
at Whenever there is a change in a corporation’s 

° capital structure, the sound advice of a businessman’s 
°° bank is essential. For example, one of the primary 
functions of our Corporate Trust Division is to act as trustee 

when a corporation issues bonds. Our duties cover the broad range of 
assuring proper performance of the agreements made between the 
corporation and the holders of the securities. 

This Bank also serves as... stock transfer and dividend disbursing agent 

... registrar or co-registrar ... depositary under syndicate and reorganization 
agreements and custodian of or agent for the handling of securities. 

Explicit information regarding any of these functions as they pertain to your 
own or your clients’ particular corporate situation will be gladly given at 

any time—without obligation. Just write, use The Bank Wire, or phone 


FRanklin 2-7400. 


TRUST DEPARTMENT 


CiTyY NATIONAL BANK 


AND TRUST COMPANY of Chicago... 
208 SOUTH LA SALLE STREET 
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AS WE CLOSE THE BOOKS ON '58 there are 
many who think we may be closing them — 
at least for some time — on a major phase 
in our political economy. Government de- 
ficits are no novelty, but continuous ones 
in times of relative prosperity and ultra- 
high taxes leave little elbow room to ab- 
sorb more than light, temporary set-backs 
in industry. Increased Labor demands have 
become a habit but when, with the easy 
consort of some industrialists, they 
threaten to price us out of the foreign 
markets and even many of our domestic 
ones, it is time to get down to cases in 
wage bargaining. High stock markets are 
usually happy ones, but the recent record 
makes uneasy reading and concern as to 
whether we must readjust our concepts of 
money rates and earnings — or yield — 
ratios. 


The political arena has as the feature 
act in one ring the performances of a 
Labor "party", in the other the rout of 
States Rights — two fundamental changes in 
our system that cultivate the soil of 
Socialism, abetted by great rise in popu- 
lation and its electoral irresponsibility 
toward the rights and property of others. 
Fortunately, many diseases arouse their 
own antidotes. 


A NEW DIMENSION IN INVESTMENT diversi- 
fication has been opened up by the Deposit 
Receipt plan by which American investors 
can easily and economically participate in 
“he growth of many leading foreign cor- 
porations. The report (p. 1100) on this 
promising, and proven, method of interna- 
tional investment takes on special signi- 
‘leance because of the low-yield, high- 
ope character of our own stock market, 
ne precarious political position of the 
collar — and the prospects for new indus- 
trial progress and profit in the European 
Economic Community or "Common Market" 
countries........eEvidence of confidence in 
the results of this Pact, starting with 
10% tariff cuts between the six-nation 
members on Jan. lst, was given by the an- 
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nouncement, this month, that the same op- 
portunity will be given to the other 3l 
members of GATT (signatory nations to the 
General Agreement on Tariffs and Trade — 
of which the U.S.A. iS one) to the extent 
they offer compensatory tax or quota cuts. 
eceeeeelt iS too early to venture trust 
funds abroad (except in American companies 
with substantial foreign operations) but 
none too soon for trustees to be able to 
advise with clients seeking counsel on 
diversifying their investment pcsition in 
other currencies and political economies. 


LAST OF THE MAJOR REGULATIONS under the 
1954 Code to be finalized are those inter- 
preting the gift tax sections. Represent- 
ing major revision of the earlier rules in 
formal arrangement as well as substance, 
the new Regulations are analyzed in this 
issue (p. 1108). 


INTERESTING COVERAGE OF TRUSTEE PROB- 
LEMS by both new and old speakers at- 
tracted record attendance at the November 
Mid-Continent Trust Conference in Saint 
Louis. Another feature was the presence of 
an unusual number of representatives from 
leading Law Schools in the area. Report of 
the Proceedings appears in this issue. 


FIDUCIARIES ARE BEING RECOGNIZED as the 
most important factor in the investment 
markets, and with good reason. The more 
than $20 billions of pension trust funds, 
added to the accumulated personal trust, 
estate and investment agency accounts, 
brings the total of their corporate bond 
and stockholdings to over $100 billion, 
according to a nation-wide study by Trusts 
and Estates. About $63 billion of this 





amount is in equities. The survey also 
discloses that such holdings constitute 
about 58% of the total of all institution- 
al investors including investment com- 
panies, life, fire and casualty insurance 
companies, mutual savings banks, college 
endowments and foundations. Details will 
be reported in the January issue. 
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"OTHER PEOPLE'S MONEY" has a special 
and even sacred connotation to Trustees, 
who will go to no end of trouble and ef- 
fort to secure both protection and profit 
from the funds left in their care. Judging 
by the last Congress and the recent elec- 
tion, this is not the concept of the ma- 
jority of politicians or electors, for to- 
gether they have placed our government — 
as they have often placed many businesses 
— in the role of prodigals of the tax- 
payers’ and consumers’ money....If there 
is a "Saving" grace in a democracy it is 
not, apparently, a popular one. Federal 
and local governments sign up for more 
spending than ever and one after another 
of the corporations, caught between the 
fire of politics and the brimstone of 
union demands, sign up for higher price 
tags to the consumer. Commissar Lenin said 
that Russia wouldn't have to beat us with 
bullets; we would spend ourselves into 
bankruptcy by ballots for free lunches — 
or words to that effect...Some insurance 
companies and industrial corporations are 
doing an educational job. Isn't it time 
the banks got started on this — along with 
their advertising of easy terms for mort- 
gaging their future, repayable in littler 
dollars? Dollars, incidentally, which 
banks accept from depositors, other Peo- 
ple's Monsey. 


PROSPECTS FOR SELF-EMPLOYED PENSION 
LEGISLATION are favorable in the next Con- 
gress, according to Rep. Keogh, co-sponsor 
of the Jenkins-Keogn bill which after seven 
years passed the House at the close of the 
last session. Because of the increasing 
interest in the subject of tax-deferred 
self-retirement plans, a study of the 
first year's experience with similar 
legislation in Canada is especially time- 
ly. (p. 1127.) 


HOW GIFTS TO CHARITY CAN INCREASE SPEND- 
ABLE INCOME is graphically illustrated by 
a California lawyer (p. 1168). The tax 
Savings are significant event for a person 
of modest income, and cumulated over a pe- 
riod of years can aggregate startling 
amounts. 


DEFEAT OF THE VERY MODERATE BRANCH- 
BANKING PROPOSAL on the Missouri ballot 
last month was a set-back to banking prog- 
ress — in the sense of making better 
facilities available to those who needed 
it, and a triumph for those bankers who 
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depended more on restrictive law than on 
their own ability to serve their communi- 
ties. Like Chicago (and the rest of I1lli- 
nois) Missouri banks are not allowed to 
have a branch even in their own city, let 
alone county. But the hypocritical part 

of the Missouri campaign was that an amal- 
gamation of country bankers and smaller 
in-city banks cartooned their vote-no ads 
on the theme of preventing Monopoly, when 
what they were really afraid of was los- 
ing theirs. Their advertisement in the 

St. Louis Post-Dispatch of Nov. 4th was a 
model of bad taste for supposedly objec- 
tive citizens and financiers, illustrated 
with a large hog licking his anticipatory 
lips at a pen-full of little pigs...A 
"box=-score" tabulation of proS-and-cons 

on the bill would not have been admitted 
in evidence in Uganda, yet the public 
voted over two to one to prevent any bank 
from opening a branch in its own city or 
county or well-defined urban areas. A posi- 
tion of dominance in any state — or even 
in motoring distance — would be a disaster 
to the basic philosophy of banking and the 
private enterprise system, but one has 
only to look at the sad record of the '30s 
to know that isolation=-booth banking is no 
answer to the needs of a dynamic economy. 


A NUMBER OF BANKS ARE REPLACING the old 
Christmas bonus with some form of profit- 
Sharing plan. For examples of these — both 
annual and deferred payment — see p. 1162. 


FROM POTS AND PANS TO STRUCTURAL USE in 
buildings, not to mention a multitude of 
other applications in an ever-expanding 
number of fields, is the story of that 
versatile metal, aluminum. Originally too 
costly for other than Specialty purposes, 
the march of technology has now made it, 
both in availability and price, a stalwart 
competitor of the older non-ferrous 
metals. Its history and outlook are dis- 
cussed at page 1133. 


NEW SCALE of FEDERAL TRANSFER TAXES be- 
comes effective with the New Year. Pres- 
ent rates are based upon par value of the 
shares while the new method will be, quite 
Simply, four cents per $100 of actual 
value or a major fraction thereof. Al- 
though the new rate will unquestionably 
increase the total tax-take in this area, 
it is simpler to calculate and is logical 
in its application to realized sales 
value. 
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THE PHANTOM OF THE OPEN HEARTH 


VECEMBER 1958 


How would you like to build a $45 million open hearth furnace with only $10 million? You think 
it can't be done? At United States Steel, we know it can’t be done. But under the existing tax 
laws on depreciation we're supposed to do it. 


Because it cost only $10 million to build an open hearth furnace 25 years ago, that's all that 
the tax laws let us set up to replace it when it wears out—even though it costs $45 million to 
build one today. The additional $35 million has to come from profits. But profits we spend on 
replacement are only phantom profits. They can’t be used for research, expansion, payments to 
our shareholders—the things profits shou/d be used for. We have to use them just to stand still. 

Last year, nearly % of all the profits that United States Steel earned were phantom profits. 


USS is a registered trademark 


ss) United States Steel 











~~ ADR—A New DIMENSION 


In Investment Diversification 


THE AMERICAN DEPOSITARY RECEIPT FOR FOREIGN INVESTMENT 


HE AMAZING ECONOMIC RECOVERY 
fig certain European countries from 
the ravages of war and inflation is truly 
a modern-day miracle. West Germany 
and Austria have not only progressed 
industrially even beyond their former 
position but have managed to develop 
and maintain a stable, even a hard cur- 
rency, while England and other nations 
on the Continent like Italy, Holland and 
Belgium have turned in remarkable eco- 
nomic performances, sometimes in spite 
of colonial upheavals. In some countries 
tax rates are favorable and in Germany, 
for example, there is no capital gains 
tax. Such factors stand to attract in- 
creased interest on the part of the Amer- 
ican investor, faced as he is with pros- 
pects of a depreciating dollar and rela- 
tively low risk-money yields. To serve 
investors abroad a group of New York 
banks has developed a method by which 
they can deal in stocks of over a hun- 
dred foreign corporations with the same 
facility and cost as for American stocks. 


America was originally “developed” 
by English investment — in our early 
metal-working foundries and_ textile 
mills, our railroads and canal-building, 
our lumber and paper mills and a host 
of other industries. Later, Dutch and 
German capital came in. Some of it is 
still here, though much was forcibly 
liquidated by the impact of World Wars 
I and Il. 

Today we may be on the brink of a 
reverse movement: private American 
capital for industry abroad. For years 
wealthy individuals have been investing 
in Europe and South America, and 
bond flotations have been made for 
those areas as well as government loans 
and more recently capital commitments 
by such agencies as the World Bank. 
Most significant from the American in- 
vestors’ angle have been the increasing 
number of United States corporations 
buying interests — sometimes control 
— in Canadian and other foreign com- 
panies, or setting up foreign subsidi- 
aries and plants to take advantage of 
various production economies and mar- 
kets. 
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As our personal savings have grown, 
and world trade increased, as some 
European countries have demonstrated 
a remarkable ability to rebuild their 
economies, their industries and _ trade, 
and to stabilize their money, we have 
begun to apply our ideas of diversifica- 
tion geographically and economically 
as well as industrially. We have long 
been chary of committing our private 
funds in distant places, particularly to 
the frequently war-torn nations of Eur- 
ope or the politically unstable countries 
of South America. But it is a matter 
of choice of risks. 


A Smaller Economic World 

No longer are we in the U.S. isolated 
from similar hazards. The guided mis- 
sile can reach our shores as readily as 
it can the Continental nations or the 
English Isles; our own political — be- 
cause popular — psychology has placed 
less and less value on the integrity of 
the dollar. There is no comparative lack 
of faith in America — quite the con- 
trary — but we now see it as one of 
several islands in an _ interdependent 
world. We have come to realize that 
what helps any member nation of the 


View of Dusseldorf, thriving financial cen- 

ter and metropolis in the rich Ruhr area of 

Germany, with the famous Konigsallee 

canal and promenade and (top left) a bend 
of the traffic-laden Rhein River. 





free world helps us as well. And with 
the new appreciation of our political and 
economic geography we begin to realize 
the artificiality of legal boundaries. 

On the first day of the year 1959 
there will come into being another New 
World, the European Common Market 
of six vigorous and progressive nations 
committed to relaxing the customs bar- 
riers that have for centuries plagued 
their economic progress and precluded 
mass-production efficiencies. In spite of 
the labor pains that are bound to beset 
the Market’s early growth, it is sure 
to pose a worthy competition to Amer- 
ican industry. It is equally certain to 
provide a great opportunity for us as 
well as for its member nations. We will 
have a business-like chance to develop 
a two-way trade with more prosperous 
customers than we have ever known. 

American corporations — both man- 
agement and labor — will of course. 
have to look sharp to earn their share 
of this expanded market. And they will, 
it now seems, also have to meet more 
competition for the investment dollar. 

Until very recently, the legal and other 
complexities and costs of foreign cus- 
tom and exchange have been an added 
discouragement to investing dollars 
abroad. But tax conventions with cer- 
tain countries to avoid double taxation, 
and new financial techniques which 
have been tested and found efficient in 
practice have opened a new dimension in 
investment. 


History and Growth 


Through use of a device known as 
“American Depositary Receipts” it is 
now possible to avoid the previous costs 
and impediments which complicated 
purchase and sale of securities in major 
European corporations, collection of 
dividends, etc. This overcomes or ad- 
justs the differences in European and 
American financial, tax and corporste 
practices or laws, and facilitates mark-t- 
ability and relations with stockhold::s 
in the United States. The shares of 01 °F 
103 foreign companies (37 among | 1¢ 
largest) mainly in England, Sovth 
Africa and Germany, but also a few in 
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Holland, Italy, France, Australia and 
Belgium — can now be bought and 
sold as readily as can those of American 
companies. (See Exhibit C.) 

In the early plans, investment bank- 
ing houses acquired large blocks of se- 
curities of selected foreign corporations 
and deposited them with a bank under 
a specific deposit agreement which called 
for issuance of American Shares as 
sales of such shares were consummated, 

The American Depositary Receipt 
(ADR) system originated in the late 
20s when Guaranty Trust Company of 
New York realized the need for an ac- 
ceptable American certificate that would 
be uniform as to the functions to be 
performed and fees to be charged, and 
in collaboration with various stock ex- 
changes devised a system for the crea- 
tion of ADR, whereby the only parties 
were Guaranty as Depository and the 
holders of the Receipts. This system — 


described in their brochure entitled “In- 
struments of International Finance” — 
was also adopted by the Irving Trust 
Company. 


Registration Simplified 


Except in a very limited number of 
cases where exemptions apply, ADR’s 
must have appropriate registration un- 
der the Securities Act of 1933. How- 
ever, if certain requirements are met, 
the Securities and Exchange Commis- 
sion recently permitted such registration 
on a simplified form known as S-12, 
which does not require registration of 
the underlying shares unless a public 
offering of such shares in the United 
States or its Territories is being made 
by or on behalf of an issuer or an un- 
derwriter for a controlling interest. 
Since adoption of Form S-12, ADR’s 
have been issued against outstanding 
securities of a large additional num- 





FURTHER CONDITIONS AND AGREEMENTS FORMING PART OF THIS RECEIPT 


This Receipt is one of a continuing issue of Receipts, all evidencing rights of 
like tenor with respect to the deposited shares, and all issued or to be issued upon 
the terms and conditions herein provided, which shall govern the continuing arrange- 
ment by the Depositary with respect to initial deposits as well as the rights of 
holders of Receipts subsequent to such deposits. The issuance of Receipts against 
deposits generally may be suspended, or the issuance of Receipts against the deposit 
of particular securities may be withheld, if such action is deemed necessary or 
advisable by the Depositary at any time and from time to time because of any 
requirement of any government or governmental body or commission, or for any 
other reason. The legal entity resulting from the arrangement herein provided for 
is deemed to be the issuer of the Receipts. 

The Depositary shall be under no obligation to give notice to the holder of this 
Receipt of any meeting of shareholders or of any report of the Company, or of any 
other matter concerning the affairs of the Company, except as herein expressly 
provided, and any notice given by the Depositary to any registered Security Ex- 
change upon which this and similar Receipts are listed or admitted to trading shall 
be deemed notice to the holder of this Receipt. The Depositary undertakes to make 
available for inspection by holders of the Receipts of this issue at its principal 

and at the principal office of the Securities and Exchange Commission, Wash- 
ington, D. C., any reports and communications received from the Company which are 
beth (i) received by the Depositary as the holder of the deposited shares, and 
(ii) made generally available to the holders of the underlying securities by the Com- 
pany. The registered holder of this Receipt agrees that the Depositary shall not be 
required to exercise any voting rights which may exist in respect of the deposited 
shares, except that upon the request of the registered holder hereof and the pay- 
ment to it of any expenses involved, the Depositary will endeavor in so far as 
practicable to exercise any such then existing voting rights with respect to an 
amount of the deposited shares represented hereby in accordance with such request, 
and the Depositary may at any time in its sole discretion without such request 
exercise any voting rights with respect to any or all of the deposited shares; but 
se long as the Depositary acts in good faith it shall not be responsible for any 
failure to carry out any such request to vote, or for the manner or effect of any 
such vote made either with or without request, or for not exercising any right 
te vote. 

Until termination of the rights of the holder of this Receipt in accordance with 
the terms hereof, the Depositary will maintain an office or agency in the Borough 
of Manhattan, City of New York, for the registration and transfer of this Receipt 
where the holder of this Receipt may inspect the transfer books or list of holders 
of similar Receipts as maintained by the Depositary. This Receipt is transferable 
on the hooks of the Depositary at the principal office of the Depositary in the City 
of New York by the registered holder hereof in person or by duly authorized attor- 
ney, wpon surrender of this Receipt properly endorsed for transfer accompanied by 
the necessary transfer taxes, and upon the payment of a fee as provided herein, 
subject, however, to compliance with such regulations, if any, as the Depositary 
may establish for such purpose. This Receipt may be split into other such Receipts, 
or may be combined with other such Receipts into one Receipt, representing the 
same aggregate number of American Depositary Shares as the Receipt or Receipts 
surrendered, but in no such case will a Receipt be issued for more than 100 
American Depositary Shares. Upon such split or combination not involving a trans- 
fer a charge will be made as provided herein. 

The Depositary may at any time terminate the agreement evidenced by this 
Receipt and all other Receipts of this issue by mailing notice of such termination 
te the registered holders of all the Receipts then outstanding addressed to them 
at their addresses (if any) appearing upon the books of the Depositary, at least 
thirty days prior to the date fixed in such notice for such termination. On and 


CERTAIN FEES AND CHARGES OF THE DEPOSITARY 





Service : Rate 
Receiving deposits and issuing Receipts 
thereof) 

Market Price per Share 
on Issuance or Surrender 
$5 or less 
Over $5 to $10 or less 
Over $10 


Delivering deposited shares against sur- 
rendered Receipts 


*In each case, plus taxes and charges 
$1.50 per new Receipt issued (plus taxes) 
$1.00 per new Receipt issued 
1 cent per Depositary Share plus taxes and 


Transfer of Receipts 3 

Splits or Combinations of Receipts 

Distribution of each Dividend 
charges 


All other fees of the Depositary for services performed hereunder are to be set by the Depositary, depending upon the work and 
responsibility involved. The Depositary reserves the right to modify, reduce, or increase any fees or charges for services performed hereunder 


upon three (3) months notice to the registered holder hereof. 


FOR VALUE RECEIVED, the undersigned hereby sells, assigns and transfers unto 


the within American Depositary Receipt and all rights and interests represented thereby, and hereby irrevocably constitutes and appoints 


after such date of termination the registered holder hereof, upon surrender of this 
Receipt at the principal office of the Depositary in the City of New York, will be 
entitled to delivery of the amount of deposited shares represented hereby upon the 
same terms and conditions, and upon payment of a fee at the rates provided herein 
with respect to the exchange of this Receipt for deposited shares and on payment 
of the necessary taxes and charges. The Depositary may convert any dividends 
received by it in cash after the termination date into U. S. Dollars as herein pro- 
vided, and, after deducting therefrom the charges, expenses, taxes and governmen- 
tal charges herein referred to, hold the balance of said dividends for the pro rata 
benefit of the holders of the respective Receipts. As to any Receipts not so sur- 
rendered within thirty days after such date of termination the Depositary shall 
thereafter have no obligation with respect to the colléction or disbursement of any 
Subsequent dividends or any subscriptions or other rights accruing on the deposited 
shares. After the expiration of six months from such date of termination the 
Depositary may sell any remaining deposited shares in Such manner as it may de- 
termine, and may thereafter hold the net proceeds of any such sale or sales 
together with any dividends received prior to such sale or the U. S. Dollars received 
On conversion thereof, without liability for any interest thereon, for the pro rata 
benefit of the registered holders of the Receipts which have not theretofore been 
surrendered for cancellation. After making such sale the Depositary shall be dis- 
charged from all obligations whatsoever to the holders of the Receipts, except to 
make distribution of the net proceeds of sale and of such dividends (after deducting 
all charges and expenses of the Depositary) upon surrender of the Receipts. 

The Depositary shall not incur any liability to any holder of this Receipt, if by 
reason of any provisions of any present or future law of the United States of 
America, or of any state thereof, or of any foreign country, or political subdivision 
thereof, or by reason of any provision, present or future, of the Memorandum and 
Articles of Association, Statutes, Code of Regulations, By-Laws or Resolutions of the 
Company, the Depositary shall be prevented or forbidden from doing or performing 
any act or thing which by the terms hereof it is provided shall be done or per- 
formed: nor shall the Depositary incur any liability to any holder hereof by reason 
of any delay in the performance or non-performance of any act or thing which by 
the terms hereof it is provided shall be done or performed, caused as aforesaid or 
arising out of any act of God or war or any other circumstances beyond its control. 
The Depositary may itself become the cwicr of and deal in securities of the Com- 
pany of any class and in Receipts of this issue. 

The Depositary shall be under no obligation to appear in, prosecute or defend, 
any action, suit or other proceeding in respect of any of the deposited shares or 
in respect of the Receipts, which in its opinion may involve it in expense or lia- 
bility, unless indemnity satisfactory to it against all expense and liability be fur- 
nished as often as may be required. The Depositary shall not be liable for any 
action or non-action by it in reliance upon the advice of or information from legal 
Counsel, accountants or any other persons believed by it in good faith to be com- 
petent to give such advice or information. 

At any time the Depositary may, in its sole discretion, cause any or all de- 
posited shares to be forwarded at the cost and risk of the holder of this Receipt 
to the principal office of the Depositary in the City of New York or to any Agency 
of the Depositary, to be held by the Depositary or such Agency, in which case the 
registered holder hereof shall have, in lieu of the option set forth in clauses (1) 
and (2) on the face hereof, the right only to have the Depositary deliver at the 
principal office of the Depositary or at such Agency to or upon the order of such 
holder a certificate or certificates for such an amount of deposited shares as are 
represented hereby upon the surrender of this Receipt duly endorsed and upon pay- 
ment of the fees and necessary taxes and charges as set forth herein. The Deposi- 
tary shall not ‘ncur any liability to any holder of this Receipt by reason of any 
such forwarding or failure to forward any or all deposited shares. 





(per 100 Depositary shares or fraction 
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By Whom Paid 
Party to whom Receipts are issued 
$3 


5 Party surrendering Receipts 
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Party surrendering Receipts 
Party surrendering Receipts 
Registered holders of Receipts 
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Exhibit A-2: Reverse side of ADR Certificate 
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ber for foreign companies. Prior to 
adoption of S-12 in 1955, the tota! 
number of American Depositary Shares 
issued was about 5,000,000; today ii 
is in the neighborhood of 25,000,000 
Depositary Shares and four other banks 
— all in New York City — now pro- 
vide such service: Chemical Corn Ex- 
change Bank, First National Bank, J. P. 
Morgan & Co., Inc. and Schroder Trust 
Company. 

A further refinement was made, 
known as the “modified S-12” upon 
which new agreements are being based 
and old ones revised to facilitate ar- 
rangements by the foreign corporations 
themselves for a bank or trust company 
in the United States to issue American 
Depository Receipts upon proper de- 
posit and authentication of their shares, 
and to pay all or some of the fees of 
the Depository. Charges for issuing De- 
pository Shares, for those foreign cor- 
porations not defraying such fees and 
expenses, are on a sliding scale depend- 
ing on the market value of the foreign 
shares at the time of deposit with the 
foreign office or agency of the deposi- 
tary, and range from $2 to $6 for each 
Receipt of 100 shares or fraction is- 
sued. 

Recently, Guaranty Trust also initi- 
ated Bearer Depositary Receipts (with 
coupons attached in accordance with 
European custom) can own stock in 
any of 18 large American companies. 


Modus Operandi 


ADR’s in all cases represent and are 
negotiable receipts for, foreign securi- 
ties. In these certificates the Depositary 
certifies that a stated number of foreign 
shares (or securities received in ex- 
change therefor) have been deposited 
with its foreign branch or custodian and 
will be held on deposit as long as the 
ADRs remain outstanding. While the 
holder of an ADR may at any time de- 
mand and receive delivery of the un- 
derlying foreign shares, it is not neces- 
sary for him to have physical posses- 
sion. 

The holder of an ADR, whether indi- 
vidual or fiduciary, can sell his shares in 
the American market and complete his 
transaction by delivery of the ADR en- 
dorsed in blank, the same procedure as 
for a stock certificate of an Ameri:an 
corporation. Or the holder can, if mar- 
ket conditions or his discretion so ‘ic- 
tate, sell the underlying foreign shires 
in a foreign market, surrender his AR 
to the American depositary, and !:ave 
his actual foreign shares promptly re- 
leased to his designee. All of this ca: be 

(Continued on page 1131) 
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Exhibit B: Advice from London (Pro Forma) 


Dear Sirs, 


In accordance with your instructions we beg to advise 
you that our brokers have today effected the undermentioned 


PURCHASE on your behalf. 


For settlement :-2nd. December, 1958. 








Amount Security 
£100 British Petroleum Company Limited 
Ordinary Stock @ 54/6 £272. 10.0. 
Plus 


Commission 
Stamp Duty 
Registration Fee 
Contract Stamp 





E.&0.E. 


Blocked Sterling covered at $2.79 per £1]£ 281. 7. 








Exhibit C: ADRs Available For Foreign Investment 


Company 
Algemeine Kunstzijde 
Allgemeine Elekricitats 
Ampol Exploration 
Ampol Petroleum 
Anglo-American Corp. 
Anglo Ecuador 
Associated Electric Inds. 
August Thyssen-Huette 
Badische Anilin 
Bancroft Mines 
Beecham Group 
Blyvoor Gold 
300ts Pure Drug 
Borax (Holdings) 
Bowater Paper 
3ritish Aluminium 
British American Tobacco 
Brtish Motors 
British Petroleum 
3r. So. Africa Burma Mines. 
Murmah Oil 
Carreras Ltd. 

Central Mining & Inv. 
J. & P. Coats 
Consolidated Gold Fields 
Consolidated Tin 
Courtaulds 
Crown Mines 
Dagafontein Mines 
DeBeers (Def.) 
Decca Reords Co. 
Deutsche Erdoel 
Distillers Co. Ltd. 
Dorman, Long 
Dortmund-Hoerder 
Dunlop Rubber —_ 
Elec. & Musical Industries _ 
‘arbenfabr. Bayer __ 
ford Motor, Ltd. 
Furness Withy 
Gaumont British Ord. - 
Gelsenkirchener Berg. _. 
General Electric Co. Ltd. 
General Mining & Fin. 
reat Universal Stores 
ladfields . eae os 
iwker Siddeley _.. 
iiseder Huette - — 
mperial Chem. Industries -. 
mperial Tobacco ____ 


Laneashire Steel 
Lobitos Oilfields 
“London Tin 
Viannesmann 
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Industry 
Textiles 
Electrical Equipment 


Petroleum 
Holding Co. 
Petroleum 
Electrical Equipment 
Iron & Steel 
Chemicals 

Mining 

Drugs & Medicinals 
Mining 
Chemicals—Drugs 
Holding Co. 

Paper Products 
Aluminium 
Tobacco 
Automobiles 
Mining 

Petroleum 
Petroleum 
Cigarettes 
Holding Co. 
Sewing Thread 


_Mining 


Tin Smelters 
Synthetic Fibres 


_ Gold Mining 


Diamonds 

Music Records 

Holding Co.—Oil & Coal 
Alcoholic Beverages 


_Iron & Steel 


Rubber 

Electronics—Home Appliances 
Chemicals 

Automobiles 

Ship Owners 

Motion Pictures 

Iron & Steel 

Electrical Equipment 

Holding Co. 


_Mail Order & Chain Stores 


Aircraft, Machinery 


_ Steel 
_Chemicals 


Tobacco 


__...Holding Co. 
/ohannesburg Cons, Inv. Co. _ 
“loeckner Werke _...- 


Air Transport 
Iron & Steel 

Steel 

Petroleum 

Metal 

Coal, Iron & Steel 





Photo by British Information Services 


A waiter looking down from his stand at London Stock Exchange. 
Numbers of members for whom he has messages are lighted on 


indicator above him. 





Company 
Marconi Internl. 
Middle Witswatersrand 
Montecatini 
N’Changa 
Orange Free State Inv. 
Potgieters Rust Platinum 
Randfontein Estates 
Rand Mines 
Rheinische-Stahlwerke 
Rhodesian Anglo-American 
Rhodesian Broken Hill 
Rhodesian Sel’n Trust 
Rhokana Corp. 

Rio Tinto Co. Ltd. 

Roan Antelope 

Rolls Royce 

Royal Dutch “NY Shares” 
John delRey Mining 
Selection Trust - 

Shell Tran. & Trad. (Amer.) 
Siemens & Halske 
“Simca” 

Singer Manufacturing 
Stanhill Holdings 
Stewarts & Lloyds 

Sub Nigel 

J. Summers & Sons 
Swears & Wells 
Tanganyika Concession 
Tate & Lyle 

Tobacco Sec. Trust 
Ultramar .- 
Unilever Ltd. & Unil. N.V. 
Union Corp. Ltd. 

Union Miniere 

United Molasses 

United Steel Companies 
Vickers Ltd, , 
Virginia Orange F.S. - 
Welkom Gold 

West Driefontein - :' 
Western Stockholders - 


Marine _. 


Industry 


_Communications 


Gold Mining 

Chemicals 

Copper Mining 
Investment Co. 
Platinum 

Gold Mining 

Holding Co. 

Coal, Iron & Steel, Machinery 
Holding Co. 

Non-ferrous Metals 
Holding Co. 

Copper Mining 

Holding Co. 

Copper Mining 

Autos, Aircraft Engines 
Petroleum 


_.Mining 


Investment Co. 


_Petroleum 


Electrical Equipment 
Automobiles 

Sewing Machines 
Holding Co. 

Iron & Steel 

Gold Mining 


Holding Co. 
Food Products 
Holding Co. 


_Holding Co. 
_Food & Chemicals 


Copper, Uranium, Cobalt 
Syrups 


_Iron & Steel 
_ Aircraft, Shipbuilding, Steel 


Gold Mining 
Gold Mining 
Gold Mining 


__Investment Co. 
West Rand Consolidated __ 
West Invest. Trust 
Wooiwerth Lid. 


Gold Mining 


_Investment Co. 
_Chain Stores 


1103 








REVIEW of 27th 


MID-CONTINENT 
TRUST CONFERENCE 


St. Louis, Mo.; November 6-7, 1958 


LLOWING THE BALANCED-DIET FOR- 
| Sp for Trust Conference programs, 
the *58 Mid-Continent meeting of the 
Trust Division, American Bankers As- 
sociation, covered the basic topics of 
personal and corporate business develop- 
ment, operations and investment. It also 
produced some interesting innovations 
in speakers and ideas. One of the most 
significant of the latter was the at- 
tendance at the sessions of nineteen 
Deans and Professors from fifteen lead- 
ing Law Schools in the mid-America 
area, on invitation initiated by one of 
Misssouri’s most versatile trust execu- 
tives. 

This “Business-and-Education” con- 
ference should set a pattern for other 
regional and state trust conferences not 
only because it gives such important 
educators a view of the daily problems 
of Trusteeship and their relationship to 
the legal aspects but also because it 
gives trustmen occasion to make or 
renew acquaintance with the “sources” 
of future members of their staff and of 
the legal profession. Informal chats also 
serve as a reminder of the broad objec- 
tives of Trusteeship which the daily 
grind may tend to obscure. 


The locale itself was propitious to a 
professional conference. Once known as 
smokier than Pittsburgh, St. Louis has 
recently enjoyed a political as well as 
an urban renewal and improvement, in 
contrast to the condition typified by the 
ill-lighted streets of a few years ago and 
the attitude of the then Mayor who an- 
swered the citizens delegation with the 
choice remark “Well, you still got a 
moon yet, ain’t it?” 


The Conference attracted a record 
registration — including an unusual 
number of delegates’ wives — and full 


houses for most of the sessions. Among 
the reasons for the latter were the per- 
tinently humorous commentaries of 
Dean Trump of Washington University 
in the course of his talk on the business 
outlook, and the better-as-the-years-get- 
younger talk by Mr. Trustman, Gilbert 
T. Stephenson. Reports of these and the 
other speeches and panel discussions fol- 
low. 
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Economie Appraisal 


As world leader, the United States 
will be affected by foreign economic 
developments and as overseas indus- 
trialization grows, competitive pressures 
will be felt increasingly by American 
industry, stated Dean Ross M. Trump of 
the School of Business and Public Ad- 
ministration, Washington University, St. 
Louis. In fact, this prospect has seemed 
important enough to have several of 
their faculty members acquaint them- 
selves via foreign assignments with 
branches of American industry so that 
they can better instruct their students. 

Turning to the 1959 outlook, Dean 
Trump called the current pause in ris- 
ing prices only temporary. Military 
spending will increase, as will other cate- 
gories; these factors, coupled with man- 
agement emphasis upon cost-saving 
machinery will add up to a terrific de- 
mand for money and prospective higher 
rates, 

Population growth, estimated to touch 
250 million by 1980, means more needs, 
more gadgets and the means to produce 
them. Housing starts, with a doubled 
marriage rate and at more youthful ages, 
should then rise to around two million 
per year. 

Dean Trump foresaw improved busi- 
ness in 1959, with activity well main- 
tained in building, steel and_ retail 
trade, to which the process of rebuild- 
ing curtailed inventory positions should 
contribute. He likewise remarked upon 
the insatiable appetite of the public for 
all types of appliances and tools and the 
continuous stream of new products due 





At Third Ssession of Con- 
ference. (Front) (1. to 
r.): Gilbert T. Stephen- 
son, former president, 
A.B.A. Trust Division; 
Austin W. Scott, Harvard 
Law School; Very Rev. 
Paul C. Reinert, S.J., 
president, St. Louis Univ. 
(Back): Ben H. Wooten, 
president, First National 
Bank in Dallas; Charles 
G. Young, Jr., senior vice 
president and trust offi- 
cer, City National Bank 
& Trust Co., Kansas City, 
0. 


Some 2000 units planned for the $250 
million Mill Creek Valley redevelop- 
ment in mid-town St. Louis. 





to research, citing as example that 
Kroger Co. buyers had been offered 
during 1957 a total of some 6,500 new 
items for their shelves. In summation, he 
prophesied continuation of inflationary 
forces, increased demand for money and 
higher interest rates for the coming 
year. 


Trust Operations 


The panel on trust operations in- 
cluded John M. Carnahan, trust officer, 
The Union National Bank, Springfield, 
Mo.; Hugh S. Hauck, vice president, 
Boatmen’s National Bank of St. Louis: 
L. A. Ozment, trust officer, St. Louis 
Union Trust Co.: and Wesley L. John- 
son, vice president and trust officer, Se- 
curity-Mutual Bank and Trust Co., St. 
Louis, with Noel T. Robinson, vice 
president and trust officer, Central Na- 
tional Bank and Trust Co., Des Moines, 
lowa, acting as moderator. The topics 
covered a broad area of interest for both 
large and medium sized departments. 

When trust assets grow into the $300 
million range, it was considered time 
to change over from machine posting 
to electronics, the latter system can also 
do additional tasks and handle peak 
loads with ease. Within five years the 
breakeven point will probably be con- 
siderably reduced, perhaps to below the 
$200 million point. 

Immediate credit for dividends and 
interest on due date can be given by 

(Continued on page 1106) 
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Why do more and more plumbing codes sanction the use of copper for sanitary 
drainage lines? Why the fast-growing preference for copper soil, waste and 
vent lines among architects, plumbers, and homeowners coast to coast? 

You’d suppose it’s because copper is lighter, smoother, longer lasting. And 
right you’d be! But copper drainage systems cost less to install, too—as 
many builders will testify. 

For one thing, copper tubes are furnished in twenty-foot lengths. That 
means fewer joints. And these connections are quickly, neatly and permanently 
made with solder-joint fittings. There’s no,threading or caulking, so labor is less. 

Copper tubes eliminate rust build-up . . . smooth inside walls resist clogging . . . 
hence they can be smaller in diameter than conventional ferrous piping. This 
avoids expensive extra-wide partitions, cuts carpentry costs, effects substantial 
savings in floor space and headroom on many jobs. 

For your protection, changes in plumbing codes are made slowly, carefully. 
Yet hundreds of communities throughout the country have investigated, 
checked and rechecked, and subsequently approved this relatively new applica- 
tion for copper in building construction. Is your community among them? 

Look into it. And remember, this trend to copper drainage systems illustrates 
what Anaconda research is always striving for, throughout the entire Anaconda 
line... new ways to do things better... more value for less money. 


Technical information on copper drainage tubes is availableon request. Simply address Anaconda at 25 Broadway, NewYork 4,N.Y. 
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(and modernized plumbing codes) 
keeps a lot of money from going down the drain 


The 
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The American Brass Company 


“Anaconda Wire & Cable Company 


Andes Copper Mining Company 
Chile Copper Company 
Greene Cananea Copper Company 
Anaconda Aluminum Company 
Anaconda Sales Company 
International Smelting and 
Refining Company 
Cochran Foil Corporation 
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advance preparation of forms covering 
all items held by a minimum of 25 
accounts, thus leaving the smaller lots 
for individual handling. 

The use of eight-page interleafed car- 
bon forms was recommended for one- 
shot preparation of notices to various 
departments. 

The nominee registration of stocks is 
a time and money saver, avoiding much 
paper work and possibility of delay in 
transfer, also costs of obtaining certi- 
fied copies of wills from the court. 

it was held that form letters have 
their place in routine matters but that 
they are unacceptable in personal com- 
munication with beneficiaries. 

Addressograph plates can be coded to 
contain much useful information. 

To simplify and speed tax returns, at 
least some accounts can be placed on a 
fiscal year basis. For example, if 50% 
are on one date and the balance on the 
calendar year, departmental costs for 
overtime can be saved. Also, it was 
observed that some smaller departments 
do use outside tax help with the costs 
passed on to the beneficiary. 

When a trust department staff num- 
bers from 15 to 25, cost accounting and 
departmentalization become necessary. 
It is bad practice to enter into long-term 
fee arrangements because costs may rise 
faster than total assets, when the pros- 
pect is for continuing inflation. Ac- 
curate costs should be the basis of set- 
ting realistic fees and these should be 
uniform within the area of operations. 


New Business Development 

Solicitation of new trust business pre- 
supposes that the bank has persons well 
trained in trust administration, invest- 
ments, tax problems, and property man- 
agement. In any area where well-trained 
personnel are not available, it is wise to 
employ specialists on a job basis, Ben 
H. Wooten, president of First National 
Bank, Dallas, told the Conference dele- 
gates. “Trusts are worthy of the best, 
not only in personnel but in housing 
and equipment.” 

Opportunities should be provided the 
trust officers to enlist the cooperation of 
directors and of commercial officers by 
explaining what trust services can do 
for them or their customers. In new 
business campaigns, trust and commer- 
cial officers alike should receive credit 
for procuring wills, agencies, and other 
trust department accounts. 

Pension and profit-sharing trustee- 
ships should be actively sought and a 
constant relationship with investment 
bankers and brokers should be main- 
tained looking to trusteeships, transfer 
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agencies, registrarships, municipal pay- 
ing agencies and the like. Third party 
assistance from lawyers, life underwrit- 
ers and accountants should be carefully 
cultivated. 


The personal relationship is particu- 
larly important in trust department busi- 
ness. At meetings for women the bank 
must “talk up to the guests . . . talking 
down is fatal.” The president or the 
chairman of the directors’ trust commit- 
tee should attend. More than in any 
other department the officer who handles 
an estate is the bank to the beneficiary 
or testator. They should gut all the in- 
formation they want, and frequently. 
Even trivial complaints should not be 
treated as routine. “Let him get every- 
thing off his chest and then let him know 
that we understand perfectly the point 
he is making and ask him just exactly 
what he would have us do.” 

Banks bidding against each other for 
trust business “ought to be more intelli- 
gent,” Mr. Wooten said, especially since 
“many of our trust services are sold en- 
tirely too cheap.” 


MAKING THE MOST OF A 
BUSINESS INTEREST 


CLARENCE D. COWDERY* 


HE Trust DIvISION’s HANDBOOK ON 

business interests, to be published 
soon, is an attempt to assist trustmen 
to recognize specific problems and to 
formulate sound policies and effective 
procedures for handling a trusteed busi- 
ness. The general principles discussed 
in the handbook were evolved from prac- 
tical experience. 

While experience has shown that it 
is desirable to sell or liquidate a busi- 
ness interest in the majority of cases, 
excellent results have been obtained 
through the retention of such interests 
in several trust estates. In each, it was 
the judgment of the corporate trustee 
that the estate could benefit most 
through such retention. For instance, a 
bank was appointed as executor and 
trustee of an estate consisting of a busi- 
ness operated as a sole proprietorship 
with assets valued at $60,000. Merchan- 
dise was sold mostly on credit, with a 
small down payment. Included in the 
estate assets was the building housing 
the business. One of the initial steps 
was to incorporate the business assets, 
exclusive of the building. The company 
then leased the building, providing net 
rental payments of $4,800 annually to 

*Chairman, Committee on Handling Business in 


Trust; Vice President, The Boatmen’s National 
Bank of St. Louis. 





the trust. The company’s sales amounted 
to $40,000 per month, and the widow 
was employed by the corporation at an 
annual salary of $4,200. The business 
also provided employment for a brother 
of the trustor, a sister of the widow. 
and for the trustor’s two sons. Twelve 
years later, when members of the family 
were no longer interested in operating 
the business, the trustee liquidated it 
for $40,000 and the family retained the 
building. 

In many cases, a corporate trustee 
performs a valuable service in deter- 
mining a fair price for the sale of a 
business interest and in deciding upon 
acceptable terms of payment. In one 
situation, the corporate trustee’s analysis 
showed that the offered price was much 
too low and resulted in a sale through 
which fair value was received. In an- 
other case, the trustee received several 
offers differing substantially in amount 
and in the terms of payment. Consider- 
able time was spent checking the finan- 
cial strength of each company making 
an offer and the investment quality of 
the securities offered. The tax conse- 
quences of each proposition were also 
studied. In this case, an offer of the 
largest number of dollars, payable most- 
ly in notes, was turned down in favor 
of lesser amount but providing a greater 
cash payment. 


A careful estate planning often safe- 
guards values and facilitates administra- 
tion in handling a business interest. In a 
recent case, the eldest of three stock- 
holders owned nearly 70 per cent of 
the shares. The stockholders  en- 
tered into the usual buy and sell agree- 
ment whereby each one bound his estate 
to sell his stock to the survivor. Their 
resources outside of the business were 
quite limited, and the purchase con- 
tract required payment of only a frac- 
tion of the purchase price in cash with 
the balance payable in deferred instal- 
ments. It was agreed that the survivors 
would pledge their previously owned 
stock, together with the newly purchased 
shares, as collateral for the instalments. 
Additional security was provided by 
limiting the compensation of the pur- 
chasers as officers of the company and 
by requiring that all dividends be ap- 
plied on the unpaid purchase price until 
full payment had been made to the 
deceased stockholder’s estate. The agre- 
ment further provided for pledging a!l 
additional shares of stock which might 
be received as stock dividends or 
through stock splits. Insurance on t!e 
lives of the purchasing stockholders was 
made payable to the trustee to be applicd 
upon the balance due on the purchase 
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price at the death of any purchasing 
stockholder. The purchase price was to 
be determined by the trustee according 
to an agreed formula. Under this ar- 
rangement, a fair value was obtained 
for the majority stock, and the sur- 
vivors were assured of control of the 
company. 

In another well planned estate, an 
elderly widow who had inherited most 
of the stock in her husband’s business 
left it in trust, naming her bank and her 
daughters as co-trustees. She served as 
president of the company for several 
years, and during this period an officer 
of the bank served as a director at her 
request. He thus had an opportunity to 
become well acquainted with the com- 
pany’s affairs and its problems and to 
gain the personal confidence of its man- 
agement well in advance of the bank’s 
appointment as trustee of the controlling 
stock. This close relationship already 
established prior to assuming the trus- 
teeship gave the bank a running start 
that minimized the problems and _ the 
work of handling the business in trust. 
The bank was also given advance knowl- 
edge of the terms of the trust, which 
included adequate protection against 
potential liability. It was specifically 
authorized to retain the stock as a trust 
investment without power to sell — the 
power to sell being given exclusively to 
the individual trustees, one of whom is 
now the company’s president. The busi- 
ness continues to produce exceptionally 
good earnings, with its management and 
the trustees working in close coopera- 
tion. 


Another successful business 
planned his will to benefit his wife, his 
daughter by his first wife, and two 
adult grandchildren. The daughter’s hus- 
band is active in managing the factory. 
In an effort to prevent family friction 
and any conflict of interest between his 
wife and daughter, he discarded his ori- 
ginal plan to have his entire estate in 
irust giving his wife the income for 
life after which his daughter and chil- 
dren would receive the principal. In- 
stead, he decided to divide his holdings 
so that definite securities would be set 
iside for each member of his family in 
which the others would have no interest. 
le placed his general market securities 
i a trust exclusively for his wife. His 
vill gave the stock in his business to his 
‘laughter. This would permit her hus- 
»and to continue to manage it without 
interference by the testator’s wife who 
might have wished to have a voice in 
management if the stock had been in- 
‘luded in her trust fund. The testator 
selected stock in his real estate com- 


man 
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pany as an investment most suitable for 
his grandchildren. 

It was clear to another business 
owner that if his executors were com- 
pelled to sell after his death, when un- 
der pressure to raise cash, they would 
be severely handicapped; and he con- 
cluded that the business could be sold 
more advantageously during his lifetime 
while he was still active in its manage- 
ment. He asked the bank that he had 
named to serve as trustee to help him 
make the sale. The bank strongly ad- 
vised that an attorney specializing in 
tax work would be needed to examine 
the terms of each offer that might be 
received and to suggest such changes as 
would produce the most favorable tax 
consequences. The customer then em- 
ployed a topflight tax attorney to assist 
in negotiating a sale. After several at- 
tempts a company was found that was 
interested in acquiring the business. 

An interesting facet of this case was 
the inability of the seller to accept the 
full amount of the salary offered him 
in a management contract under which 
he would continue to serve as the presi- 
dent for a limited period after the sale 
because of the high taxes on his per- 
sonal income. The matter was finally 
worked out to the seller’s advantage by 
cutting his salary in half and increasing 
the amount paid for his stock payable 
annually over the period of his employ- 
ment. By doing this, he reduced his 
current income taxable in his highest 
income tax bracket while the additional 
payment on his stock would be taxed 
at capital gain rates. | 

We cannot safely assume that suc- 
cessful actions taken in previous cases 
will guarantee success in every case. The 
best chance for future success lies in 
the diligent study of each case, with in- 
telligent application and use of basic 
principles in working out its solution. 


FUNDING PENSION AND 
PROFIT-SHARING TRUSTS 


CARLYSLE A. BETHEL* 


HE WHOLLY INVESTED OR TRUSTEED 
approach to pension planning af- 


fords: 


(a) Maximum income 
(b) Minimum administrative costs 
(c) Complete flexibility in: 
(1) Contractual provisions 
(2) Integration with social se- 
curity 
(3) Benefit payments both be- 
fore or after normal retire- 
ment 


*President, Trust Division, A.B.A.; Vice Chair- 
man of the board and senior trust officer, Wacho- 
via Bank and Trust Co., Winston-Salem, N. C. 





The Oakland Area Council of the Boy Scouts 
of America has established a trust fund at 
Crocker-Anglo National Bank’s office in 
Oakland. Clair O. Harding (right), officer 
in charge of the trust department at that 
office, is shown reviewing the trust agree- 
ment with Frank Dix (left), executive head 
of the Scouts Council. Attorney Marlin W. 
Haley (standing, right), Council executive 
board member, who prepared the agree- 
ment for the Scouts, and Crocker-Anglo vice 
president V. Ray Lewis, look on. At present 
the trust holdings consist of land for future 
use and income producing securities; fu- 
ture gifts and grants to the Council will be 
added to the trust and managed in accord- 
ance with the wishes of the donor, subject 
only to the general provisions of the trust 
for the benefit of the Scouts. 


(4) The years and amounts of 
funding 
(5) The investment of the funds. 


Some emphasis has been put in cer- 
tain circles on the fact that mortality has 
improved greatly in recent years and 
that, therefore, it may be dangerous to 
use an uninsured plan to fund pensions 
payable over the lifetime of a person. 
Two observations may be made about 
that: 

First, the improvement in mortality 
has been mostly in infant mortality and 
in persons younger than retirement age. 
Improvement in mortality at ages be- 
yond 60 has been less than 10 per cent 
in recent years, and actuaries for both 
trusteed plans and insurance companies 
have already compensated in their mor- 
tality tables for such improvement, 

Secondly, if improvement in the older 
group does become substantial (that is, 
if medicine finds a cure for cancer and 
diseases of the heart, the two big killers 
of older people), it is certain that all 
mortality assumptions now in effect with 
respect to the older group will be revised 
accordingly. In such case, pension re- 
serves held by both trustees and insur- 
ance companies will have to be increas- 
ed. That is one of the reasons why pre- 
miums under an insured group annuity 
plan are usually not guaranteed for 
longer than five years. 


(Continued on page 1167) 
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Review and Analysis of Final 


Gift Tax Regulations 





Pi. TAX REGULATIONS UNDER THE 
1954 Code, as finally adopted, were 
filed November 14, 1958. In form and 
arrangement they depart widely from 
their predecessor. The following com- 
ments call attention to what appear to be 
significant departures and certain other 
matters, not necessarily new, which seem 
to be of particular importance. 

An introductory section (25.0-1) re- 
fers to the years, 1955 and later, to 
which the regulations apply; states that 
they are applicable to transfers by indi- 
viduals, not by corporations, except that 
a transfer by a corporation may be con- 
sidered a gift from its stockholders. The 
tax is not on property, but on transfers. 

Imposition of tax (§ 25.2501-1). The 
tax applies to donors who are either 
citizens of the United States irrespective 
of residence or residents irrespective of 
citizenship. This regulation, as did its 
predecessor (§ 86.4), seems to consider 
a transfer of foreign real estate as tax- 
able. The correctness of this view, even 
the jurisdiction to tax, may be doubted. 
See Estate of Wm. H. Lyman, 23 B.T.A. 
540 (1931; non-acq.), app. dism. 55 F. 
2d 1077 (C.A. 9 1932); cf. MacDonald 
v. United States, 139 F. Supp. 598, 49 
AFTR 237 (D.C. Mass. 1956). The co- 
ordinate estate tax provision excludes 
foreign real estate (§ 2031). 

Subsection (b) defines residence in 
terms of domicile. 

Rate of tax (§ 25.2502-1). This sec- 
tion, combining the substance of sec- 
tions 86.6 and 86.7 of Regulations 108, 
sets forth the steps for computing the 
tax and gives various illustrations. 

Donor primarily liable for tax 
(§ 25.2502-2). No significant change 
from Reg. 108, section 86.34, is noted, 
except the addition of a paragraph per- 
taining to personal liability of an execu- 
tor for non payment of gift tax owing 
by the decedent. 

Future interests in property (§ 
25.2503-3). This subject matter has been 
greatly expanded. Subsection (b) states 
in part: 

“* * * Tf a donee has received a 
present interest in property, the pos- 
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Mr. Nossaman, a 
member of the Los 
Angeles law firm of 
Brady, Nossaman & 
Walker, has been 
California legal con- 
4 tributing editor for 
i T&E since 1935. He 
is the author of the 
two-volume _ treatise 
“Trust Administra- 
tion and Taxation” 
(Matthew Bender & Co., Albany, N. Y.) and 
lecturer at the Pacific Coast Banking School. 
His many professional attainments include 
past president of the Los Angeles Bar Asso- 
ciation and chairman of the American Bar 
Association’s Section of Real Property, Pro- 
bate and Trust Law. 








sibility that such interest may be di- 
minished by the transfer of a greater 
interest in the same property to the 
donee through the exercise of a power 
is disregarded in computing the value 
of the present interest, to the extent 
that no part of such interest will at 
any time pass to any other per- 
son © * 


The quoted excerpt relates to the last 
sentence of section 2503(b), added by 
the 1954 Code, which overruled the re- 
sult reached in such cases as Evans v. 
Comm., 198 F. 2d 435, 42 AFTR 520 
(C.A. 3 1952), and Kniep v. Comm., 172 
F. 2d 755, 37 AFTR 931 (C.A. 8 1949). 
Transfer for the benefit of a minor 
(§ 25.2503-4). This new regulation is 
based on section 2503(c), added by the 
1954 Code. It is stated in subsection (b) 
that a power of appointment in the 
donee will satisfy the requirements for 
exclusion, but that there must be no 
restrictions of substance (as distin- 
guished from those merely formal, see 
§ 25.2523(e)-1(g) (4), infra, either by 
law or by the terms of the instrument of 
transfer on the exercise of the power; 
for example, if under local law a minor 
is incapable of executing a will, the giv- 
ing of a testamentary power of appoint- 
ment to the minor donee will not satisfy 
the power. A similar rule applies to re- 
strictions imposed by the governing in- 
strument or by law upon the exercise of 
an inter vivos power of appointment. 
Subsection (b) (1) states that a trans. 





fer does not fail to satisfy the conditions 
for exclusion “by reason of the mere 
fact that— 


“(1) There is left to the discretion 
of a trustee the determination of the 
amounts, if any, of the income or 
property to be expended for the bene- 
fit of the minor and the purpose for 
which the expenditure is to be made, 
provided there are no substantial re- 
strictions under the terms of the 
trust instrument on the exercise of 
such discretion ;” 


The donee on reaching age 21 may be 
given the right to extend the term of the 
trust ((b) (2)). Provision may be made 
for a disposition of property or income 
not expended during the donee’s minor- 
ity to persons other than donee’s estate 
in the event of default of appointment 
by him ((b) (3)), provided, of course, 
that the donee, under the governing law. 
can appoint. 


Subsection (c) points out that though 
a gift to a minor does not satisfy the 
requirements of section 2503(c), it may 
satisfy exclusion requirements generally 
to the extent that a present interest with 
respect to the right to income is con- 
ferred. 


Taxable gifts for preceding years 
(§ 25.2504-1). In determining the 
amount of taxable gifts for preceding 
years the exclusions allowed at the time 
the gifts were made are taken into ac- 
count, but the maximum specific exemp- 
tion allowable cannot exceed $30,000. 
Provision is made (subsection (d)) for 
correction of erroneous inclusions or ex- 
clusions of property in previous years, 
resulting from interpretations of the gift 
tax law. 


Valuation of certain gifts for preced- 
ing calendar years (§ 25.2504-2). This 
new section is an interpretation of sec- 
tion 2504(c) added by the 1954 Code. 
It provides that if a tax was actually 
assessed or paid for the prior calendar 
year and the period within which «n 
assessment may be made has expired, 
the value of the earlier gifts is that usd 
in computing the tax for the last prec: (- 
ing calendar year for which a tax \ 3s 
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assessed or paid — in other words, that 
value can no longer be questioned. A 
caveat is noted that this rule does not 
prevent an adjustment where no tax was 
paid or assessed for the prior year and 
that it will not prevent adjustment if 
issues other than valuation are involved. 

Transfers in general (§ 25.2511-1). 
Subsection (b) provides that in the case 


of Seca and, ke casi WHEN YOU SELECT 


business in the United States during the 


calendar year, the tax is imposed only if A Ml ICHIGAN F| DUCIARY 
the gift consists of real estate or tangible 

personal property situated within the 

United States. 


The provisions of Reg. 108 relative to We invite you to consider The Detroit Bank and Trust 
indirect gifts are considerably amplified. Company. Many years of experience in every 
Subsection (c) suggests a point it is well phase of the trust business qualifies our Trust Department to 
to remember since the result may de- é; ee? zs Wee: ia 
pend upon the time when testamentary serve in any situation requiring a Michigan fiduciary. 


gifts vest. 

“* * * Where the law governing the 
administration of the decedent’s estate 
gives a beneficiary, heir, or next-of- 
kin a right to completely and unquali- 
fiedly refuse to accept ownership of 
property transferred from a decedent 
(whether the transfer is effected by 
the decedent’s will or by the law of 
descent and distribution of intestate 
property), a refusal to accept owner- 
ship does not constitute the making of 
a gift if the refusal is made within a 
reasonable time after knowledge of 
the existence of the transfer. The 
refusal must be unequivocable and 
effective under the local law. There 
can be no refusal of ownership of 
property after its acceptance. Where 
the local law does not permit such a 
refusal, any disposition by the bene- 
ficiary, heir, or next-of-kin whereby 
ownership is transferred gratuitously 
to another constitutes the making of 
a gift by the beneficiary, heir, or next- 
of-kin, * * *” 


This is perhaps of special interest in 
jurisdictions (e.g., California, Prob. 
Code § 28), where testamentary disposi- 
tions are presumed to vest at death. It is 
further stated: 

“*« * * In any case where a refusal 
is purported to relate to only a part 
of the property, the determination of 
whether or not there has been a com- 
plete and unqaulified refusal to ac- | 
- a: 
pg Pasig Pai eg Rel Trust Office: Fort Street at Shelby, Detroit 31, Michigan 
particular case, taking into account 
the recognition and effectiveness of 
such a purported refusal under the 


im THE DETROIT BANK 
= payment by one spouse of all the 
ee AND TRUST COMPANY 


(he same rule applies where husband COMPLETE BANKING AND TRUST SERVICES 
and wife consent to a gift, and one of OVER 100 YEARS OF COMMUNITY SERVICE © MEMBER FDIC 
them pays the entire tax. 


Where the donor retains an interest, 
its substantiality will be inquired into 
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(subsec. (e)). An illustration is given 
of a donor 65 years old transferring a 
life estate in property to A, aged 25, with 
reversion to the donor in certain not 
very probable contingencies. The gift 
tax will “normally” be applicable to the 
entire value. 


Though donative intent is not an es- 
sential element in applying the gift tax 
(subsec. (g)), the tax is not applicable 
to ordinary business transactions (see 
§ 25.2512-8, infra). It applies only to 
transfers of beneficial interests. A trans- 
fer of property by a trustee who has a 
beneficial interest in the trust property 
is not a taxable transfer if made pursu- 
ant to a fiduciary power where the power 
is limited by “a reasonably fixed or read- 
ily ascertainable standard which is set 
forth in the trust instrument.” 


“* * * A clearly measurable stand- 
ard under which the holder of a 
power is legally accountable is such 
a standard for this purpose. For in- 
stance, a power to distribute corpus 
for the education, support main- 
tenance, or health of the beneficiary; 
for his reasonable support and com- 
fort; to enable him to maintain his 
accustomed standard of living; or to 
meet an emergency, would be such a 
standard. However, a power to dis- 
tribute corpus for the pleasure, desire, 
or happiness of a beneficiary is not 
such a standard. * * *” (Subsec. 


(g) (2).) 


It is important to note (subsec. (g) (2) ) 
that if 


“* * * the determination of the 
trustee shall be conclusive with re- 
spect to the exercise or nonexercise of 
a power, the power is not limited by 
a reasonably definite standard. How- 
ever, the fact that the governing in- 
strument is phrased in discretionary 
terms is not in itself an indication 
that no such a standard exists.” 


The illustrations relative to gifts by 
and to corporations contained in the 
former Regulations (§ 86.2(a)) are 
amplified (subsec. (h) (1)). A gift to a 
corporation “generally” represents a gift 
to the other shareholders to the extent 
of their proportionate interests. The rule 
of Heringer v. Comm., 235 F. 2d 149, 49 
AFTR 1703 (C.A. 9 1956), is adopted 
on this point. 


Subsection (h) gives ten illustrations 
of taxable gifts. Paragraph (9) is of 
special interest in community property 
states: 


“(9) Where property held by a 
husband and wife as community 
property is used to purchase insurance 
upon the husband’s life and a third 
person is revocably designated as 
beneficiary and under the State law 
the husband’s death is considered to 
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make absolute the transfer by the 
wife, there is a gift by the wife at 
the time of the husband’s death of 
half the amount of the proceeds of 
such insurance.” 


This is in accordance with Comm. v. 
Chase Manhattan Bank (Moran Trust), 
259 F. 2d 231 (C.A. 5 1958); see also 
Comm. v. Siegel, 250 F. 2d 339, 52 
AFTR 1063 (C.A. 9 1957). 

Cessation of donor’s dominion and 
conrol (§ 25.2511-2). 


x & 


if a donor transfers property 
to another in trust to pay the income 
to the donor or accumulate it in the 
discretion of the trustee, and the 
donor retains a testamentary power 
to appoint the remainder among his 
descendants, no portion of the trans- 
fer is a completed gift. On the other 
hand, if the donor had not retained 
the testamentary power of appoint- 
ment, but instead provided that the 
remainder should go to X or his heirs, 
the entire transfer would be a com- 
pleted gift. However, if the exercise 
of the trustee’s power in favor of the 
grantor is limited by a fixed or as- 
certainable standard * * * enforce- 
able by or on behalf of the grantor, 
then the gift is incomplete to the 
extent of the ascertainahle value of 
any rights thus retained by the 
ezrantor.” (Subsec. (b).) 


If a donor transfers property to him- 
self as trustee, or to himself and some 
other person not possessing a substan- 
tial adverse interest. and retains no pow- 
er over it except fiduciary powers, the 
exercise of which is limited by a readily 
ascertainable standard to change the 
beneficiaries, the gift is complete (sub- 
sec. (g) ). 


The delivery of a properly endorsed 
stock certificate to the donee or his agent 
is a completed gift (subsec. (h)), but 
this rule does not apply where the de- 
livery is to the donor’s agent. In that 
case the gift is complete only on trans- 
fer on the books of the corporation. 


Transfers by nonresidents not citizens 
(§ 25.2511-3). If a nonresident alien 
donor was engaged in business in the 
United States during the taxable year, 
the tax applies to transfers of all prop- 
erty, real or personal, tangible or in- 
tangible, situated in the United States. 
Shares of stock of a nonresident alien 
donor constitute property within the 
United States if issued by a domestic 
corporation irrespective of the physical 
location of the certificates, but since a 
share of stock is intangible property, its 
transfer by a non-resident alien is sub- 
ject to the tax only if the donor was en- 
gaged in business in the United States 
during the taxable year (subsec. (b) 
(2)). This provision is new in the 1954 
Code. The tax does not apply to shares 


of stock owned by a nonresident alien 
donor if issued by a corporation other 
than a domestic corporation irrespective 
of location of the certificates (subsec. 
(b) (3)). 

Valuation of property . . . Stocks and 
bonds (§ 25.2512-2). Subsection (e) 
recognizes the “blockage” rule “in cer- 
tain exceptional cases.” The provisions 
relative to cases where selling prices or 
bid and asked prices are unavailable are 
somewhat amplified. 

Valuation of certain life insurance and 
annuity contracts (§ 25.2512-6). This 
section relates to the commercial type of 
contract. Values are determined in some 
cases by the sale of the particular con- 
tract in question (as where it is a paid 
up contract) or through the sale by the 
company of comparable contracts. The 
valuation through the sale of comparable 
contracts is not readily ascertainable 
when the gift is of a contract which has 
been in force for some time and on 
which further premium payments are to 
be made. In that case as under the for- 
mer regulations (§ 86.19(i)), the value 
is approximated by adding to the inter- 
polated terminal reserve at the date of 
the gift a proportionate part of the gross 
premium last paid before the date of the 
gift which covers the period extending 
beyond that date. It is recognized that 
there may be unusual features of the 
contract which make that approximation 
not reasonably close to value. Various 
examples are given. 

Effect of excise tax (§ 25.2512-7). 
This new section relates to the effect of 
excise taxes (as for example on jewelry, 
furs, etc.). The excise tax is a factor in 
valuation to the extent that it affects the 
fair market value. 

Transfers for insufficient considera- 
tion (§ 25.2512-8). The familiar test of 
value in money or money’s worth is re- 
peated. A relinquishment of dower or 
curtesy or other marital rights is not 
such a consideration. 

Gifts by husband or wife to third par- 
ty (§ 25.2513-1). Where each spouse is 
a citizen or resident of the United States, 
one-half of a gift made to a third person 
by either is attributed to his spouse. Var- 
ious examples of the application of the 
section are given. Consent of the non- 
donating spouse must be made in the 
manner prescribed by section 25.2513-2. 

Revocaion of consent (§ 25.2513-3). 
A duplicate of the revoking instrument 
has to be filed with the District Director 
on or before April 15 of the year follow- 
ing the close of the calendar year. 

Joint and several liability for the ‘ax 
(§ 25.2513-4). A consenting and non-re- 


(Continued on page 1183) 
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Can YOU Answer These 
NEW Tax Questions ? 


Can stockholders of closely held 
corporations escape the double tax 
on corporations and individuals? 


* Can you get a full deduction when 
you sell small business stocks at 
a loss? 


¢ Under new rules, what can a tax- 


payer do to reduce his 1955 tax 
bill? 


¢ What change enables business- 
men to replace old equipment 
with new equipment for little or 





New laws, new regulations, new rulings, new court decisions 
combine daily to create new income tax problems for even the most 


expert Tax Man. That’s why the first choice of “the man who 
must know everything about income taxes’ is CCH’s STANDARD 
FEDERAL TAX REPORTS. 


Informative weekly “Reports” blanket the field of federal 
income taxes. They faithfully report latest developments in perti- 
nent law and regulation. They provide timely interpretation of 
new rulings and court decisions. They keep you fully informed 
on new returns, reports and forms. Also, for extra tax protection 
and guidance, invaluable “CCH Explanations” give you the real 
meat and meaning of new developments in a flash, show you how 
they fit into and change the current tax picture. Teamed up with 
clear-cut examples, they point out tax-saving opportunities and 
reveal possible pitfalls. 


Nine big ‘“catch-up’” Volumes, providing complete coverage 
of federal income taxes as they stand today, come to subscribers 
immediately at no extra charge. Income tax laws and amendments, 
final and proposed regulations, court decisions, Treasury and Tax 
Court rulings and decisions, revenue procedures, and all the rest 
are fully included. Throughout these Volumes, the “CCH Explana- 
tions” are carefully set off in rule borders to distinguish them from 
“official matter.” These expert “ground rules” serve as “master 
annotations’ by summing up the trend or consensus of rulings and 
decisions on pivotal points and disputed questions. Sound tax 
economies are brought specifically to your attention. 


STANDARD FEDERAL TAX REPORTS subscribers always 
have the facts, plus experience-wise guidance on how to apply the 
rules to tax problems. 





no cost? 


* How much can you now plow back 
into your business annually with- 
out corporation penalty tax? 


* What new medical expense de- 
ductions are available for over- 
65 and disabled taxpayers? 


* What new tax savings are avail- 
able to those with unused foreign 
tax credits? 





“Finding the 


pr rr nn en enn nn nnn nee * 

| 
4 : : 
FREE ! 1 Commerce Clearing House, Inc. 
. ; 4025 West Peterson Avenue, Chicago 46, Illinois 
Use this ' 
handy coupon ; Send us our complimentary copy of “Finding the Answers 
to Federal Tax Questions.” Also send further details about 
to get your 


CCH's weekly STANDARD FEDERAL TAX REPORTS. No 


free copy of obligation, of course. 
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Aiding Lawyers in Drafting © 





SUGGESTIONS FROM THE EXPERIENCE 
OF CORPORATE FIDUCIARIES 


GILBERT T. STEPHENSON 


Former President, Trust Division, American Bankers Association 


OW CAN A TRUSTMAN, REMAINING 
Hae, within his own province and 
trespassing in nowise upon that of the 
lawyer, help the latter draft a will or 
trust agreement? 


Preparing Check List 


Every lawyer, an appreciable part of 
whose practice is drafting wills and trust 
agreements, has in mind or in writing a 
check list of the points he wants to raise 
and the questions he intends to ask his 
client about himself, his family, his in- 
terests, his business or profession, his 
property, and his desires regarding the 
administration and disposition of his es- 
tate. Yet, has there ever been a lawyer 
who at one time or another, after his 
client had left his office, has not thought 
of some point he meant to raise or some 
question he meant to ask? How can the 
trustman help the lawyer to reduce to 
the minimum these afterthoughts? 


There is an abundance of check lists.’ 
But, in addition to the points that occur 
to the draftsman himself and to those 
suggested by others’ check lists, he very 
well may turn to the trustman that is to 
be named and ask him what other points 
should be raised. The trustman, drawing 
upon his experience in the administra- 
tion and disposition of property and in 
service to beneficiaries, may suggest 
points and questions which all the oth- 
ers, including the draftsman himself, 
will have missed. 


Might it not be worthwhile, then, for 
each trust institution to prepare a check 


From address before 27th Mid-Continent Trust 
Conference, St. Louis; Nov. 7, 1958. 


ILeach, W. Parton, Cases and Text on the Law 
of Wills, 2d ed., 1949 Rev. (Boston: Little, Brown 
and Company, 1949), pp. 234-246; Lefever, Mark 
E., “Check List for Will Drafting,’’ Trusts AND 
EstaTEs, July 1947. p. 15; Neuhoff, Ralph, Stand- 
ard Clauses for W'lls (New York: Fiduciary Pub- 
lishers, Inc., 1957); Rollison, William D., Clauses 
in Wills and Forms of Wills (Albany, N. Y.: Mat- 
thew Bender & Company, 1946), June 1949 Supple- 
ment; Shattuck, Mayo A., and Farr, James F., An 
Estate Planner’s Handbook, 2d ed. (Boston: Little, 
Brown and Company, 1953), p. 291; Stephenson, 
Gilbert T., Drafting Wills and Trust Agreements— 
Dispositive Provisions (Boston: Little, Brown and 
Company, 1955), p. 537; Wills, Estates and Trust 
Service (New York: Prentice-Hall, Inc.), Secs. 
20,101 - 20,118. 
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list and make it available for lawyers 
who may draft wills and trust agreements 
in which the trust institution is named? 


Preparing Form of Administrative 
Powers 


Similarly, every lawyer who is en- 
gaged in drafting gradually builds up a 
more or less standard form of adminis- 
trative powers for his wills and trust 
agreements. He changes it from time to 
time in the light of ever changing laws, 
practices, economics, and popular tastes. 

The trustman, drawing upon his ex- 
perience, knows what administrative 
powers his institution should have if it 
is to render its best service. Would it not 
be helpful to the lawyer for the trust- 
man to give him the benefit of his ex- 
perience in this respect? A large and, I 
believe, an increasing number of trust 
institutions are making available to law- 
yers the form of administrative powers 
found to be the most workable and for 
the good of the beneficiaries. 
Amplifying Dispositive Provisions 

The dispositive provisions of wills and 
trust agreements do not yield to stand- 
ardization nearly so much as do the ad- 
ministrative powers. Even so, there are 
certain dispositive provisions which 
should be amplified. Let me illustrate 
two of them.? 

Apply as well as Pay Over. Where a 
trust institution is authorized or direct- 
ed to pay over income or principal or 
both to the beneficiary, the power should 
be amplified to include application as 
well as direct payment. A_ beneficiary 
who is normal physically and mentally 
today may be a physical or mental in- 
valid tomorrow. This amplified power 
obviates the necessity of appointing a 
guardian. 

Select Method of Payment to or for 
Minor. In practice, there are four meth- 
ods of making payments to or for mi-- 
nors; 1) to the guardian of the person 

*See Stephenson, Gilbert T., “Expanding Powers 


of Trustees,” Fordham Law Review, Spring 1957, 
p. 50. 


of the minor; (2) to the person who in- 
formally stands in the place of the par- 
ent of the minor; (3) to the minor him- 
self upon his manifestion to the trustee 
of maturity of judgment and economy; 
(4) to have the trustee itself apply pay- 
ments for the benefit of the minor. 

As the minor advances in age and ma- 
turity and his circumstances change, he 
will be served best only by the trustee 
adopting one after another of these 
methods of payment. May not the trust- 
man be helpful to the lawyer by remind- 
ing him to incorporate in the will or 


trust agreement all four of these meth- 
ods? 


Amplifying Investment Provisions 


By way of illustration, let me point 
out how the trustman may be helpful to 
the lawyer in reminding him to amplify 
investment provisions: 

The trustman very well may remind 
the draftsman to give the trustee power: 
(1) to retain the bank’s own shares,* 
(2) for the time being to disregard the 
principle of diversification, and (3) to 
apply the Prudent Man Rule in reten- 
tion as well as acquisition. Missouri is 
one of the few states, if not the only one, 
in which by statute a bank or trust com- 
pany is authorized to apply the Prudent 
Man Rule to the retention of its own 
shares.* 

Making New Investments. Instead of 
giving the trustee investment directions 
or prohibitions, which would be strait- 
jacketing it and depriving the benefici- 
aries of its seasoned investment judg- 
ment, the common practice now is to 
give the trustee power to apply the Pru- 
dent Man Rule to new investments. But 
this broad power, unamplified, may not 
be adequate for the trustee’s best invest- 

®See Stephenson, Gilbert T., ‘“‘A Bank’s or Trust 
Company’s Own Shares in Its Trust Accounts,” 
Trust Bulletin, June 1945, p. 5, where suggested 
provisions relate also to the acquisition of shares 
as stock dividends or in the exercise of stock 
rights, to the purchase of shares, and to the vot- 
ing of the shares of national banks for directors. 
See also Stephenson, Gilbert T., Drafting Wills and 
Trust Agreements — Administrative Provisions 


(Boston: Little, Brown and Company, 1952, p. 118. 
4Revised Statute, 1949, Sec. 363-200 (5). 
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ment service. It may be advisable: (1) 
to spell out the trustee’s powers with re- 
spect to its own shares; (2) if it is lo- 
cated near a state line and draws its 
customers from one or more adjoining 
states, to give it power to invest in mort- 
gages on out-of-state property; (3) if 
the point is not covered by statute, to 
give the trustee power to invest in life 
insurance contracts on the life of the 
beneficiary and of any one in whose life 
the beneficiary has an insurable inter- 
est; and (4) to invest in common trust 
fund participations even though at the 
moment the bank or trust company does 
not have a common trust fund. 

Carrying on Businesses and Farms. 
During recent years, there has been a 
noteworthy change in the attitude of 
business men and of larger farmers to- 
wards their executors and trustees carry- 
ing on their business or their farming 
operation as a trust investment.® There 
has been an equally noteworthy change 
of attitude on the part of trust institu- 
tions themselves towards carrying on 
businesses and farms as trust invest- 
ments. In agricultural areas, they are es- 
tablishing farm-management divisions of 
their trust departments. In industrial 
areas, a few of them are creating busi- 
ness-management committees in addi- 
tion to their regular trust investment 
committees. 


If trust institutions are to accept busi- 
nesses and farms in estates and trusts 
and retain them as trust investments, it 
is essential to their protection that the 
will or trust agreement contain provis- 
ions granting them ample powers and 
limiting their liability. The Trust Divi- 
sion is issuing “A Handbook on Han- 
dling Businesses in Trust,”® which con- 


“Durand, Harrison L., “Changing Concepts of 
Trust Investments,” TRUSTS AND ESTATES, October 
1956, p. 907. 

°Begun under the chairmanship of Arthur B. 
Pfleiderer of the Detroit Bank and Trust Company, 
has been completed under that of Clarence Cow- 
dery of the Boatmen’s National Bank, St. Louis. 


tains typical provisions of wills and trust 
agreements relating to businesses; busi- 
ness interests; farms; and oil, gas, and 
mineral property. It contains a check list 
regarding handling businesses in trust. 
Would it be helpful to lawyers drafting 
wills and trust agreements covering such 
property to make available to them these 
provisions and this check list? 


Avoiding Pitfalls 


The trustman is in a good position to 
help the lawyer reduce to the minimum 
pitfalls in settling the estate or admin- 
istering the trust by taking account of 
them in the instrument. In 1952, draw- 
ing upon my experience as a trust officer 
and research man, I made a list of and 
wrote a chapter of a book on provisions 
of wills and trust agreements that have 
proved to be troublesome.’ These pro- 
visions were grouped under five head- 
ings: general administration, invest- 
ments, taxes, compensation, and disposi- 
tion of property. The section on invest- 
ments, for example, centered around 
three points: uncertain or ambiguous 
language, overspecification, and loose 
ends as to co-trustees and advisers. Let 
me give one illustration under each. 

1. Uncertain or Ambiguous Lan- 
guage. The trustee is authorized to exer- 
cise “the same investment powers as the 
testator would have, if living.” Does this 
give the trustee power to invest in specu- 
lative property or to make otherwise un- 
authorized investments; or, despite this 
provision, is the trustee still under the 
Prudent Man Rule? 

2. Overspecification. The trustee is 
directed to invest only “in 50 per cent 
mortgages” or only in “6 per cent securi- 
ties.” Suppose, during the administra- 
tion of a long term trust, the trustee is 
unable to find 50 per cent mortgages or 
6 per cent securities. Will it have any 
recourse but to go to court for expansion 
of its investment powers? 


7Drafting Wills and Trust Agreements — Admin- 
istrative Provisions, p. 395. 


3. Loose Ends as to Co-Trustees and 
Advisers. The trustee is directed to con- 
sult a third person, not a co-trustee, 
about investments without saying wheth- 
er or not the third person must approve 
any change in investments. Suppose the 
third person is consulted but fails or re- 
fuses to approve the recommended 
change or advises one that is unauthor- 
ized or unlawful. Is the trustee safe in 
disregarding the consultant’s advice? 

Would it be helpful to lawyers draft- 
ing wills and trust agreements for us 
trustmen to call their attention to any 
such pitfalls that we have encountered? 


Providing for Revision 


Unless the lawyer, the testator or set- 
tlor, and the trustman have an under- 
standing as the periodic reconsideration 
and possible revision of the instrument 
at the time it is signed, the matter is like- 
ly to be overlooked. The lawyer may 
hesitate to call it to the attention of his 
client, lest it be bordering on the solici- 
tation of practice which would be un- 
ethical. The trustman may hesitate to do 
so, lest it be construed as the giving of 
legal advice. The testator or settlor may 
not think of it. 

The trustman will be well within the 
bounds of propriety if he takes the ini- 
tiative and asks the testator or settlor by 
whom, how often, and in what way he 
prefers to be reminded about the pos- 
sible revision of his will or trust agree- 
ment. 

Turn about is fair play. It would be 
helpful to us trustmen if lawyers, draw- 
ing upon their experience in planning 
estates, drafting wills and trust agree- 
ments, and representing corporate fidu- 
ciaries and beneficiaries, would tell us 
how we can improve our practical ad- 
ministration. Such reciprocity would not 
only improve our service to our respec- 
tive clients and customers, who after all 
are the same persons, but also give add- 
ed satisfaction to ourselves in rendering 
the service. 
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New Rules on Third-Party Liability for 


PARTICIPATION IN BREACH OF TRUST 


AUSTIN W. SCOTT 


Professor of Law, Harvard Law School, Cambridge, Mass. 


NDER WHAT CIRCUMSTANCES MAY A 
U third person incur a liability to the 
beneficiaries for taking some part in 
a breach of trust committed by the 
trustee ? 

If one of the beneficiaries merely con- 
sents to an improper investment by the 
trustee which results in a loss, he does 
not incur a liability to the other benefi- 
ciaries, although he is himself pre- 
cluded from holding the trustee liable. 
But if he actually induces the trustee to 
make such an investment, knowing it to 
be improper, he is guilty of participa- 
tion in the breach of trust, and he and 
the trustee are joint wrongdoers. 

So also, a stockbroker is liable if he 
purchases or sells securities for a trus- 
tee knowing that the trustee is commit- 
ting a breach of trust in making the 
purchase or sale. The same is true of 
other agents of the trustee. So also, if 
a purchaser of trust property which the 
trustee is authorized to sell pays with 
knowledge that the trustee is misap- 
propriating the money, he is liable for 
participation in the breach of trust. 

But how far may a third person incur 
a liability where he has no actual knowl- 
edge of the breach of trust. How far is 
he put upon notice? How far is he under 
a duty to inquire into the terms of the 
trust in order to ascertain whether in 
fact the trustee is committing a breach 
of trust? The answer depends upon the 
character in which the third person is 
acting. 


Notice and Inquiry 


Where a trustee in breach of trust 
transfers property, the transferee can be 
compelled to restore the property unless 
he is a purchaser for value and without 
notice of the breach of trust. It is im- 
material that the purchaser does not 
have actual knowledge that the trustee 
is committing a breach of trust. It is 
sufficient that he ought to know. More- 
over, if he knows that the transferor is 
a trustee, he has a duty to examine the 
trust instrument to see whether the trus- 
tee has a power of sale. 
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A similar question arises where a 
person sells property to a trustee, know- 
ing that he is purchasing the property 
as trustee, and where the trustee is not 
authorized to make such a_ purchase. 
There is very little authority on the 
question whether the seller is under a 
duty to inquire as to the terms of the 
trust and to examine the trust instru- 
ment for this purpose, but it has been 
held that where a guardian purchases 
property, the seller is under a duty to 
inquire as to his authority. 


Bank Accounts 


Numerous cases deal with the possible 
liabilities of banks with respect to de- 
posits or withdrawals of trust funds 
made by a trustee or other fiduciary in 
breach of trust. The bank is liable if 
it knowingly participates in the breach 
of trust. It is liable where it has knowl- 
edge of such facts that its action 
amounts to bad faith. By the great 
weight of authority, however, where it 
has no such knowledge, it is under no 
duty to inquire into the question 
whether the trustee is committing a 
breach of trust in making the deposits 
or withdrawals. If a trustee draws a 
check on an account in his name as 
trustee payable to himself and deposits 
the check in his personal account and 
later makes withdrawals, the bank is, in 
the absence of other circumstances, un- 
der no duty to inquire whether the 
trustee is in fact committing a breach of 
trust. If, however, the trustee draws a 
check upon his account as trustee and 
delivers it to the bank in payment of a 
personal debt of the trustee to the bank, 
the bank is liable if in fact the payment 
was made in breach of trust. 

These principles are embodied in the 
Uniform Fiduciaries Act which I drafted 
and which was approved in 1922 by the 
National Conference of Commissioners 
on Uniform State Laws and adopted in 
nearly half of the states. 


Transfer of Securities 


In a long series of cases starting with 


a decision in 1848 by Chief Justice 


Taney (Lowry v. Commercial & 
Farmers’ Bank, Taney 310, 335) it has 
been held that the corporation or its 
transfer agent is liable for participation 
in the breach of trust if it registers the 
transfer without making inquiry as to 
the extent of the powers of the trustee 
and if such inquiry would have dis- 
closed the breach of trust. This was 
never the rule in England. It seems to 
me wrong to impose this duty of in- 
quiry. The effect is very seldom to pre- 
vent a dishonest trustee from commit- 
ting a breach of trust but always to 
delay an honest trustee in his admini- 
stration of the trust. 


It has been very generally agreed that 
there “ought to be a law” giving relief, 
and statutes have been enacted in many 
states. 

The first type of statute meets the 
problem indirectly. In about forty 
states, statutes have been enacted allow- 
ing corporate trustees to register securi- 
ties in the name of a nominee. Since 
the trust does not appear upon the 
record, the corporation or transfer 
agent is not bound to inquire into the 
terms of the trust, even though it may 
know that the registered owner is in 
fact a nominee and that the securities 
are presumably held in a fiduciary ca- 
pacity. This is an indirect way of deal- 
ing with the problem and, juristically 
and philosophically considered, deals 
with the problem somewhat fictitiously. 


In many states the problem has also 
been dealt with more directly, by pro- 
viding that a corporation or its transfer 
agent should have no duty to inquire as 
to the authority of a trustee or other 
fiduciary to make a transfer, although 
the securities are registered in his name 
as fiduciary. Section 3 of the Uniform 
Fiduciaries Act provides that a corpora- 
tion or its transfer agent shall not be 
bound to inquire whether a fiduciary is 
committing a breach of trust in making 
a transfer, and shall be liable for regis- 
tering the transfer only where it has 
“actual knowledge” that the fiduciary 
is committing a breach of duty, or 
knowledge of such facts that its action 
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in registering the transfer amounts to 
“bad faith.” This was intended to do 
away with the production of trust instru- 
ments even though securities are regis- 
tered in the name of a trustee. But 
unfortunately it has had no such effect. 


In the Act, as I first drafted it nearly 
40 years ago, liability was imposed only 
if the corporation or its transfer agent 
1 had actual knowledge that the fiduciary 
was committing a breach of trust. But 
the Commissioners inserted the pro- 
vision that it should be liable also if it 
had knowledge of such facts that its 
action amounted to bad faith. This at 
once raised the question as to what 
amounts to bad faith. I inserted a pro- 
vision to the effect that “a thing is 
done ‘in bad faith’ when it is in fact 
done dishonestly,” but the Commis- 
sioners struck out this definition. I think 
this uncertainty as to what amounts to 
bad faith is one of the reasons why the 
Act has proved ineffective. 

But the requirement of actual knowl- 
edge has also caused difficulty, because 
in the corporate organization there 
might be some one who had actual 
knowledge of the terms of the trust al- 
though he had nothing to do with the 
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knowledge within the meaning of the 


Act. But the difficulty is that the irans- ] 
fer agents have not been concerned FO af ¥ 0 U ns c L| FE N TS | N V E ST M E NTS 
- with the question of what I think, or 


even with what the courts would prob- Managing investments requires experience, specialized skill and a 
ably hold in interpreting the Act, but 


He leis ~ “1 broad, up-to-date knowledge of business and economic conditions. 
vhat the courts would conceivably 7 ‘ : 

hold. Whether or not the Act relieved Few investors have such qualifications. 

transfer agents of liability, it failed io That’s why Bank of America can be of valuable service to your 
relieve them of the fear of liability, end clients if they own securities. They have their choice of full manage- 


hence they have continued to require ment or limited advisory service. 
the production of trust instruments be- 


fone they ane veiling to mahiins & tener Either way the bank provides custody of their securities, handling 
fer. . such things as stock rights, call dates, 
collection of bond coupons and divi- 
dends on stocks. The bank also gives 
periodic accountings to help with tax 
returns. 





Commercial Code 


\ttempts to meet this problem were 
made in the Uniform Commercial Code 
promulgated in 1952 and adopted in 
Pennsylvania. These provisions, how- 
i ever, have been felt to be not entirely 
satisfactory, and the Code was amended 

in 1957, and as amended was adopted 
in Massachusetts and in Kentucky. 


This Investment Management serv- 
ice is inexpensive. It costs nothing to 
open or close an account —all your 
clients pay is a small annual fee, which 
is tax deductible. 

For the service that suits your clients 
best, ask at your nearest branch. 


The Code as amended provides that 
an “issuer,” defined to be a person on 
whose behalf transfer books are main- 
tained, is not bound to inquire whether 
a transfer on an indorsement by a fidu- 
clary is made in compliance with a con- 
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issuer is not charged with notice of the 
contents of any court record or file or 
other :recorded or unrecorded document 
even though the document is in its pos- 
session and even though the transfer is 
made on ithe indorsement of a fiduciary 
to the fiduciary himself or his nominee. 
But provision is made for notification 
of adverse claims and for an election by 
the fiduciary to require production of 
the instrument where it has notice that 
the transfer may be wrongful. 


There is provision also for transfers 
to a fiduciary, a matter not dealt with 
in the Uniform Fiduciaries Act. 


Model Act 


In 1957 a statute was enacted in IIli- 
nois, as a Model Securities Transfer 
Act. In the same year it was also enacted 
in Delaware and, with slight changes, in 
Connecticut. In New York a similar bill 
was vetoed in 1958. 


This Model Act is carefully drawn 
and should relieve the corporation or 
its transfer agent of the fear of liability. 
Unlike the Uniform Fiduciaries Act, it 
includes a provision as to transfers to a 
fiduciary as well as transfers by a fidu- 
ciary. It covers transfers by the fidu- 
ciary to himself or to his nominee as 
well as transfers to third persons. It 
provides that it may be assumed without 
inquiry that the fiduciary has complied 
with the laws of the state having juris- 
diction of the fiduciary relationship, in- 
cluding any laws requiring the fiduciary 
to obtain court approval of the transfer. 
It provides that it is unnecessary to ex- 
amine any court record or any recorded 
or unrecorded document even though it 
is in its possession, except that if the 
security is not registered in the name of 
the fiduciary a copy of the document 
showing the appointment of the fidu- 
ciary should be obtained. There is a 
provision for written notice of adverse 
claims. 

It has been felt, however, that official 
action should be taken by the Uniform 
Laws Commissioners to adopt a Uniform 
Act. Accordingly, in August 1958 the 
Commissioners and the American Bar 
Association collaborated in approving 
a new Uniform Act for Simplification of 
Fiduciary Security Transfers. This is 
based in large part on the Model Act 
but somewhat remodels that Act, spell- 
ing out with perhaps greater clarity 
and in more detail the duties and lia- 
bilities of the corporation and its trans- 
fer agent. 


Uniform Act 


The Act provides that a corporation 
or transfer agent making a transfer may 
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assume without inquiry that the assign- 
ment, even though to the fiduciary him- 
self or his nominee, is within his author- 
ity and capacity and is not in breach of 
his fiduciary duty; may assume without 
inquiry that the fiduciary has complied 
with any controlling instrument and with 
the law of the jurisdiction governing 
the fiduciary relationship, including any 
law requiring the fiduciary to obtain 
court approval of the transfer; and is 
not charged with notice of and is not 
bound to obtain or examine any court 
record or any recorded or unrecorded 
document relating to the fiduciary rela- 
tionship or the assignment, even though 
the record or document is in its pos- 
session. The Act further provides that a 
person asserting a claim may give writ- 
ten notice to the corporation or transfer 
agent, and deals with the character and 
effect of such notice. It is provided that 
a corporation or transfer agent incurs 
no liability to any person by making a 
transfer or otherwise acting in a man- 
ner authorized by the Act. 


In a comment to the Act by the draft- 
ing committee, it is stated that “Unlike 
Section 3 of the Uniform Fiduciaries 
Act, this section contains no exception 
for cases of ‘actual knowledge’ or ‘bad 
faith.’ But if a corporation or transfer 
agent consciously aids and abets a 
fraudulent conspiracy, there is of course 
no intention to impair the responsibility 
imposed by the general law of torts.” 
Thus, although the curse of “actual 
knowledge” and “bad faith” is elimi- 
nated, there remains the possibility of 
“fraudulent conspiracy” which appears 
in the comment but not in the Act. I 
know of no case in which a corporation 
or transfer agent was held liable under 
the earlier law in which it could be said 
that there was a fraudulent conspiracy. 
I do not believe that the fear of a 
charge of fraudulent conspiracy will 
lead to a demand by the corporation or 
transfer agent for the production of trust 
instruments. 


The only difficulty which I can fore- 
see is that arising out of questions as 
to the conflict of laws. Is the governing 
law that of the domicile of the corpora- 
tion, the domicile of the transfer agent, 
the domicile of the creator of the trust, 
the place of the administration of the 
trust? The Act provides that the rights 
and duties of the corporation and its 
transfer agents in registering a security 
in the name of a fiduciary or in making 
a transfer of the security pursuant to an 
assignment by a fiduciary are governed 
by the law of the jurisdiction under 
whose laws the corporation is organized. 
This would make it unnecessary for the 


transfer agent to look at the law of any 
state except that in which the corpora- 
tion is organized, and if that state has 
adopted the Uniform Act, the transfe1 
can be safely registered even though: 
other states may not have adopted ihe 


Act. 


I should think that under the pro- 
visions of this Act the corporation 01 
transfer agent will at long last be ready 
and willing to register transfers without 
requiring the production of the trust in- 
strument. 


When the Uniform Act was in prepara- 
tion, the question arose as to the possi- 
ble liability of brekers and signature 
guarantors who play a part in the trans- 
fer of securities by fiduciaries. It was 
suggested that they had commonly relied 
on inquiries which would be made by 
the transfer agent prior to ihe comple- 
tion of the transfer, and that if it were 
relieved from the duty of inquiry, the 
broker or bank might be held liable for 
not making such an inquiry. According- 
ly, it was provided in the Act that no 
person who participates in the transfer, 
including a person who guarantees the 
signature of the fiduciary, is liable for 
participation in any breach of fiduciary 
duty by reason of failure to inquire 
whether the transaction involves a 
breach, unless it is shown that he 
acted with actual knowledge that the 
proceeds were being or were to be 
used wrongfully for the individual bene- 
fit of the fiduciary or that the transac- 
tion was otherwise in breach of duty: 
and that a person who guarantees the 
signature of the fiduciary is not liable 
on the guaranty to any person to whom 
the corporation or transfer agent incurs 
no liability. Here “actual knowledge” 
raises its head, but it was felt that that 
would cause no difficulty. 


Conclusion 


Where a third person is merely a de- 
pository, receiving and paying out trust 
funds, or is merely acting as a transfer 
agent in the transfer of securities stand- 
ing in the name of a trustee, or is mere- 
ly a broker assisting in the sale or pur- 
chase of securities for the trust, he 
should be under no duty to supervise the 
administration of the trust or to in- 
quire into the question whether a pos- 
sible breach of trust is being committed: 
and in the absence of knowledge or 
reason to know that the trustee is com- 
mitting a breach of trust, he is entitled 
to assume that the trustee is acting 
properly. 
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AGENCY AND CustODY FEES 


R. N. ARTHUR 


Vice President, Mercantile Trust Company, St. Louis, Missouri 


OST PEOPLE THINK LAWYERS AND 
trustmen are prone to be techni- 
cal. A friend of mine, to prove his point, 
sent me this memorandum: 
“If a man were to give another an 
orange, he would simply say: ‘Have 
an orange.’ But when the transaction 
is entrusted to a lawyer to put in 
writing he adopts this form: ‘I here- 
by give and convey to you, all and 
singular, my estate and interest, right, 
title, claim and advantages of and in 
said orange, together with all its 
rind, juice, pulp and pips, and all 
rights and advantages therein, with 
full power to bite, cut, suck, and 
otherwise to eat the same or give the 
same away with or without the rind, 
skin, juice pulp or pips, anything 
hereinbefore or hereinafter of what- 
ever nature or kind whatsoever to the 
contrary notwithstanding.’ ” 


Trustmen are so engrossed in doing 
an efficient job in administering accounts 
and looking after beneficiaries, they are 
apt to overlook the profit side of their 
work. While we will not shirk our obli- 
gations, we have an equal duty to our 
stockholders to receive compensation in 
keeping with our work and responsibil- 
ity. 

Need for Fee Revisions 


There are two components leading to 
satisfactory profits — adequate fees and 
the costs of doing the work required. 

Management has a duty to provide a 
means of continuous review of all op- 
erations which will bring about the 
greatest efficiency at the least cost for 
quality service: methods employed, util- 
ity of new labor-saving machinery, new 
systems and forms. 

Forty years ago trust officers had little 
to worry them, income, gift, estate and 
inheritance taxes were non-existent, 
trusts consisted principally of deeds of 
trust, municipal bonds and a few corpo- 
rate bonds and stocks as contrasted with 
the much enlarged staff now required. 
The steady increase in costs such as 
salaries, fringe benefits and expenses 


From address before 27th Mid-Continent Trust 
Conference, St. Louis; Nov. 7, 1958. 
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generally, are additional factors narrow- 
ing the margin between income and ex- 
pense. 

In considering a revision of fees, we 
realized compensation was not in ac- 
cord with the obligations imposed. In 
our case, some fees were in use which 
had been established as long as the early 
nineteen twenties. As revisions were 
made from time to time, the new sched- 
ules were applied to accounts received 
thereafter with little or no effort to 
make adjustments on existing business. 

Most. people are reasonable and ex- 
pect to pay for work well done. Our job 
would be to point out the rising costs on 
every item of consumption or use, ex- 
plaining in detail the way this trend af- 
fected our business and the necessity for 
an upward revision of the fees which 
had not changed for so many years. 

Agency and custody contracts can be 
changed more readily than others. They 
are based on an agreement between two 
existing parties and in most cases are 
subject to cancellation or change by a 
simple amendment. For that reason, the 
agency accounts our candidates 
for a start on fee revision. 

Before the turn of the century — 
when the older banks in St. Louis started 
trust services — the fee for a managing 
agency account was 5% of income with 
a minimum originally of $25 — later 
increased to $50. Unfortunately, under 
pressure and because of special circum- 
stances, even cheaper rates were granted 
in isolated cases, about 5% of such ac- 
counts. In 1952 all our trust fees were 
adjusted upwards and applied to new 
business received thereafter. The 5% of 
income was retained, the minimum was 
raised to $100 and a per-item charge of 
$8 added for each security in the ac- 
count — that is for a block, whether 
one or a thousand shares of any stock, 
and for each issue of bonds or other 
items. These are annual charges. 


were 


Preliminary Work to Contact 


To be properly prepared, a thorough 


analysis of the file and the history of 
each account was secured. A work sheet 
was developed to summarize all perti- 
nent information about the agency. It 
included the following: 


Figures as to principal value and esti- 
mated income at the time account started 
and as of the last review date are im- 
portant to determine the job done in in- 
creasing the principal and income (con- 
sidering additions and _ withdrawals) 
during life of the account. Any decline 
was noted with the reason, in order that 
good as well as bad history would not 
be introduced without our knowledge 
during interview. 


The number of stocks, bonds and 
other items is necessary to determine the 
per-item charge. If this cost seems ex- 
cessive when discussing the account, il 
may be a means of inducing people who 
have 
with a small amount in each item, to give 


insisted on wide diversification 


consideration to consolidation. In ap- 
plying this charge we count as one item 
all United States Savings Bonds regard- 
less of type and maturities. This arbi- 
trary basis was considered proper be- 
cause many people had purchased the 
Savings Bonds on a monthly, quarterly 
or other basis, and were holding them 
to maturity and there was little work 
for the agent. 


Included in the analysis is an activity 
question for recording any special duties 
we perform or which are required be- 
cause of the nature of assets or require- 
ments of the principal. This would in- 
clude paying bills for our principal, 
sending copies of reviews and recom- 
mendations to all members of a large 
committee where a charity or corpora- 
tion account is involved, statement fre- 
quency and. number of copies, as we'll 
as the number of income payments, et«. 
The fee clause is quoted to have it avai'- 
able at the time of discussing the new 
schedule. If available, the tax bracket s 
recorded to suggest the portion of tle 
increase to be paid by Uncle Sam. 


TRUSTS AND EsTAT:S 








de 
to 
bi 
G 
cl 
in 
th 
tic 
or 
ot 
al: 
WI 
be 
ha 


Wi 
an 
ap 
ins 


act 


pel 
age 
cip 
the 
inv 
offi 
Th 
fro 
a { 
In 

offi 


har 


DEC 








Other affiliations must be known to 
determine the possible effect on the cus- 
tomer in connection with other bank 
business and may be obtained from the 
Central File. We then note the balance in 
checking and savings accounts. It is 
important to determine whether or not 
the individual is an officer of a corpora- 
tion which carries substantial balances, 
or is closely related to someone who has 
other valuable business with us. It is 
also necessary to assemble information 
with reference to the members of the 
board of charity accounts which may 
have a managing agency, and attempt 
to evaluate the reaction when the matter 
comes before the group. 


Before the interview an amendment 
to cover the new fees was also prepared. 


Negotiations must be handled so we 
will not get a small increase in trust fees 
and antagonize the customer who has 
appreciable value to other units of the 
institution, or lose not only the trust 
account but other business. 


Method of Approach 


What is the best approach, by letter or 
personal interview, at the office of the 
agent or at the home or office of the prin- 
cipal? Who should be in the interview, 
the officer handling fee adjustments, the 
investment officer, the administrative 
officer for the account or a combination? 
There may be cases where an officer 
from another department of the bank — 
a good friend — might be indicated. 
In most cases it was the administrative 
oficer of the account and the officer 
handling fee adjustments. However, in 
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the course of the changes, all combina- 
tions of the suggested individuals were 
used. In only a few cases were calls 
made at the home or office of the custo- 
mer. 

In most cases the administrative of- 
ficer wrote the customer that there was 
a matter we wished to discuss and would 
like them to make an appointment at 
their convenience. Nothing was said as 
to the purpose of the interview. In some 
cases when appointment was made, there 
was an inquiry as to the subject to be 
discussed. It was explained that we 
wanted to talk about fees — but we at- 
tempted to keep from discussing any de- 
tails over the phone. 


Where an organization was involved, 
we usually contacted an officer or chair- 
man of the investment committee and 
invited the principal officers or the com- 
mittee members for lunch at the bank. 


Probably the chief worry was how to 
handle out-of-town accounts. After many 
drafts, we adopted a letter form of pres- 
entation, with the fee amendment in- 
closed and were gratified at the response. 
In some cases it was necessary to furn- 
ish additional information, but many re- 
turned the signed amendment without 
question and there were no terminations 
or refusals. 

As a matter of fact, only a small per- 
centage of accounts were lost as a result 
of interviews — and in only one of these 
cases was the amount of fee in excess of 
$100. For some it was apparent that the 
size of the fund did not justify the new 
minimum charge. Where an account was 
terminated we felt it was better to lose 


the account than to lose money handling 
it. No ill will resulted and we believe 
those who left are still our friends and 
would return to us for future trust busi- 
ness. 


Typical Results 


While information was being assem- 
bled on the first twenty accounts, the 
principal of one, who lived out of the 
city, walked into the office. It seemed a 
good place to start. She was an intelli- 
gent maiden lady school-teacher and the 
account had a good record. After telling 
our story there was a short silence and 
she said under the circumstances it 
would be necessary to close the account. 
This was a decided shock on the first ef- 
fort, but we tried some other ideas. How- 
ever, she said she was sixty-three and 
would retire in two years on a small pen- 
sion so had decided previously to close 
the account on becoming sixty-five de- 
cause of the necessity to effect every sav- 
ing. She was apologetic and said that 
our good job in the past was one reason 
our services were not needed. She 
thought the portfolio was high grade and 
she could put the securities in her safe- 
deposit bax and the record keeping 
would help to keep her busy. 

We told her that we could see her side 
so we would continue on the old basis 
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for two years, but hoped before that 
time she would agree the securities need- 
ed continuous review and would con- 
tinue her account on the new schedule. 

Over the years we had been named as 
agent for three corporations and fifteen 
individuals in a city some two hun- 
dred miles fom St. Louis. The total of 
these accounts was quite substantial. Or- 
iginally there were two accounts from a 
husband and wife. Their favorable re- 
ports to relatives and friends on the per- 
formance resulted in the additional busi- 
ness. It was concluded this group would 
present a fair cross section for the next 
approach as some accounts were small 
— some large. The contact man was sur- 
prised to secure unanimous approval in 
less than a day’s interviews. The trip re- 
sulted in a 47% increase in fees ($2,360 
per year) and a new managing agency 
account from another relative. 


Big Increases — and Payoffs 


In some situations the percentage in- 
crease came as an unpleasant surprise to 
the customers. The largest (400°) was 
due to two causes: it was an old account 
and had been accepted at less than the 
standard fee of 5%, and less than a year 
before there had been some substantial 
additions to the account. 

Many increases were in the 100% to 


200% bracket but we were able to con- 
vince our customers that the new sched- 
ule was reasonable and that they had 
enjoyed years of “bargain rates” in the 
past. The over-all increase was 56%. On 
the first hundred accounts the increases 
totaled about $18,000. 


Some very satisfying experiences de- 
veloped. A widow whose affairs had been 
handled by one of our officers for many 
years, came in promptly after receiving 
a letier and after explanation about the 
increase said, “Of course they should be 
raised. I expected it sometime ago, but 
don’t scare me by writing me to come 
down and see about my account. I was 
afraid it was something important.” In- 
cidenially, that was an increase of 52% 
and meant $352 a year increased in- 
come to the bank. 


All principals do not approve so read- 
ily. While most have been contacted, 
there are still some who have not reach- 
ed a decision. After years in the trust 
business, we have learned to live with 
procrastination: those, for instance, who 
want io create a living trust or re-write 
their will but have many excuses for 
deferring the necessary time with their 
lawyer. We exercise patience with those 
who seek more information and make 
several calls. 
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This project brought other results. If 
a person was advanced in years and 
might need a trust, or if the fees for a 
living trust were about the same as a 
managing agency, we explained the pos- 
sibilities and as a result several agencies 
became trusts. Interviews also resulted 
in new will appointments. 


Custody Account Reviews 


Call them safekeeping accounts or cus- 
tody, they encompass about the same 
services as for managing agencies, ex- 
cept no investment advice is given. 

Our present fee schedule on an annual 
basis is: $6.00 for each security item 
held at the time the annual charge is 
made, plus 2c per share for each share 
of stock, plus 50c for each $1,000 face 
amount of bonds (reduced to 25c per 
$1,000 if holdings are registered or gov- 
ernment bonds in denominations of 
$25,000 or more). Minimum annual fee 
is $100.00. 

A review of schedules used by us over 
the years, as well as quite a few from 
other banks, resulted in the conclusion 
that there are many approaches. Appar- 
ently the composition of these accounts 
and their activity make it difficult to 
provide schedules which provide a fair 
fee for each combination of securities 
end number of transactions. Some are 
so involved it must require considerable 
time to determine the annual fee. Our 
endeavor was to establish a_ schedule 
simple to interpret and apply. 

Results for this type of business show 
the largest increase for one account of 
580%, and an overall increase of 57%. 

There is one policy we did not pur- 
sue but which might have been worth 
the effort. Agreements were amended by 
substituting the current fee schedule. 
With inflationary tendencies _ present 
and predicted to be on the increase for 
some period ahead, it seems inevitable 
that new fees will be established later. 
and it will be necessary to go through 
the same procedure again. Serious 
thought should be given to using fee 
clauses something like this: “The Com- 
pensation of the Agent shall be in ac- 
cordance with the Schedule of Fees of 
Blank Trust Company in effect at the 
time the service is rendered.” 

Previously I spoke of the procrastina- 
tion of our customers. We were guil’y 
of the same thing. Because of our fear 
of the reaction of our customers, we 
put off the job of securing reasonable 
pay. We were more than surprised at 
the ready acceptance of the suggested 
change and very well rewarded for our 
efforts. Other banks which. adopted tie 


same course made similar reports. 
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STEPS TO SUCCESS 


for Small rust Departments 


WESLEY L. JOHNSON 


Vice President & Trust Officer, Security-Mutual Bank & Trust Co., St. Louis, Mo. 


FRIEND IN THE BOOK BUSINESS ONCE 
AA remarked that all their problems 
were caused by authors: no authors — 
no problems — no books — no busimess. 
Similarly, our problems center around 
trust customers. 

Whatever the size of a trust depart- 
ment, its problems are basically similar. 
But the small trust department is often 
the “marginal” trust department, in the 
“make or break” category, hence its 
problems are more critical, particularly 
as to personnel. I limit my remarks to 
three key areas: the new business pro- 
gram — the investment program — and 
rather briefly, operating costs. 

We can be gratified that more banks 
are realizing the need for trust services, 
but naturally this brings into the busi- 
ness an ever increasing number of small 
trust departments. The question that 
should be uppermost for all those con- 
nected with small trust departments is 
the foundation on which our business is 
built: is the trust department of your 
bank a saleable commodity? Can your 
directors, officers and staff be sold to 
the public? Have you built the reputa- 
tion in the community of being public 
spirited, civic minded and aggressive in 
meeting the changing needs of the peo- 
ple? Can you perform effectively to the 
benefit of those you serve? 

With increased wealth in more fami- 
lies, the need for trust services is grow- 
ing rapidly. This presents an opportunity 
to the smaller trust department to secure 
its share of business and to demonstrate 
its ability. Our business requires a staff 
©’ competent specialists and we must 
e ‘her get in all the way or we had bet- 
ter get out. 


Limited personnel seems a universal 
‘blem in small and medium-sized de- 
rtments. The most pressing and urgent 
oblem is to develop the necessary vol- 
ne of business to support more ade- 
quate and qualified personnel. 


“rom address before 27th Mid-Continent Trust 
nference, St. Louis; Nov. 7, 1958. 
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An Investment for “Capital Gains” 


The new business problem gives most 
of us great concern. The administrative 
staff must be available at all times to 
handle the affairs of present customers 
and beneficiaries. Satisfied customers 
are the best salesmen for any business 
but you cannot leave it to them alone to 
attract sufficient volume on which to 
grow. 

An effective and successful new busi- 
ness program requires at least one full- 
time contact man. He may be young, but 
he must be of mature mind, carefully 
trained in selling an intangible service 
and with a deep sense of service to his 
fellow man. Many an administrative of- 
ficer is capable of guiding a husband and 
father in planning his estate but his 
time is limited — he cannot direct 
enough attention to the problems of the 
prospective customer and he may not be 
really “sales-minded.” 

Our business is no different from any 
others; it is developed by contacts with 
people. We must go out and demon- 
strate the need for our services by work- 
ing with families and their attorneys in 
planning estates. All the surveys I have 
seen clearly indicate that we are only 
“scratching the surface” in securing 
business and this potential market is 
open to large and small banks alike. 

One of our most serious failures has 
been the lack of sound new business de- 
velopment programs — we have failed 
to recognize the true worth of a good 
trust salesman. While he may not pro- 
duce sufficient business in the early years 
to pay his salary, his efforts are not 
wasted. He is, at this stage, an invest- 
ment in your future. He will develop a 
wealth of contacts, and if the market 
exists in your trading area will bring re- 
sults, given a little patience. Every call, 
every suggestion, helps build new busi- 
ness. | have no doubt that a competent 
new business man is the “key” to the 
problem of building sufficient earnings 
to staff your department with the special- 


ists needed to do an effective job. How 
else, indeed, can you grow? 


Pay-Off in 2 Years 
I make bold to add, if your bank al- 


ready has a full-time contact man, hire 
another. We need greater coverage to 
reach our market more rapidly. This 
costs money but again it is a sound in- 
vestment, properly handled. Ten years 
ago our Bank decided that if we were to 
move forward and reach this broad trust 
market we needed to invest enough 
money. The results have been gratifying 
beyond expectations. While we expected 
very little current income for five years 
and were building future business, suf- 
ficient living trusts and early maturity 
of wills more than supported our pro- 
gram within the short period of two 
years. Our program involved these steps: 

1. Careful selection of men_ with 
proven sales ability. They were trained 
in the techniques of trust salesmanship 
and the fundamentals of trust business. 
All administrative people gave their help 
wherever needed. Such support may be 
the difference between success and fail- 
ure of the program. Too many able and 
promising men that have undertaken 
this work have been put out to sink or 
swim on their own. 


2. Prospects were carefully selected 
from various sources and those which 
qualified as to wealth and age were put 
on our list. 

3. A strong and consistent advertis- 
ing program was used to create a genu- 
ine demand for trust service. It has been 
our experience that the trust market is 
best reached through the advertising 
medium of direct mail, supplemented 
at all times by referrals. 

4. Cooperation among lawyers and 
underwriters was developed by personal 
contacts and special advertising ma- 
terial. 


A Job for the Whole Team 
5. We enlisted the wholehearted co- 
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operation of our Directors, Officers and 
employees. Efforts were directed to show- 
ing them the value of the trust service 
to the bank’s best customers. Our Di- 
rectors, being known throughout the 
community, had great influence and 
they and our officers and employees made 
many initial contacts for us. Use of our 
trust services by all of our Directors had 
a far reaching effect — many obstacles 
were overcome and doors opened 
through their interest. If the Directors 
and Officers do not appoint their bank, 
how can we in fairness ask the customers 
and the public to do so? 

6. The Advertising program was coor- 








Philadelphia... 


years of experience 
and service to 
our customers 


consecutive years 
of dividends to 
our shareholders 





dinated with strong personal sales ef- 
forts and was effective in opening the 
door on cold prospects. Each prospect 
knew of our sincere desire to help work 
out for them a sound estate plan to pro- 
tect their family. People are quick to 
recognize sincerity and that is why, as 
I mentioned, your new business man 
must have a deep sense of service. 

7. We insisted that each prospect be 
thoroughly sold, that he completely un- 
derstand what he is doing and what we 
are recommending — that he is sold on 
our Bank, its organization and reputa- 
tion. 

Too many fail to understand the splen- 
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MORE THAN ONE BILLION, SEVEN HUNDRED MILLION DOLLARS IN 
SECURITIES AND OTHER ASSETS ARE NOW ENTRUSTED TO OUR CARE 
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did work they themselves are doing. 
They are in the business of bringing 
economic security to people in thei 
communities. They can see a direct rela 
tionship between their planning and 
their administrative work and the degre« 
of comfort the beneficiaries enjoy, trou 
bles that had been avoided and money 
that had been saved for dependents 
What finer community and personal ser 
vice can a bank perform? If trust men 
are to sell their services they must be- 
come enthusiastic about them. This en- 
thusiasm is highly contagious with the 
prospect. 

We employed the group judgment 
idea used in other facets of our business 
to Estate Planning. We wanted to be sat- 
isfied that the people and their property 
situations were those that we could serve 
adequately and profitably. Emphasis was 
placed on selling executorships and liv- 
ing trusts. 

8. A system of ascertaining the value 
of the business written was instituted. 
This gave us a method of determining 
where more emphasis should be placed. 
We use a professional trust advertising 
and promotion firm and their experience 
and help has proved invaluable. 

9. Constant supervision was given the 
sales efforts of our solicitors and ade- 
quate production demanded. A sound 
development program is a must for small 
and medium trust departments. Unless 
the bank appropriates enough money 
and gives the program continuous back- 
ing, low earnings will be a_ perennial 
problem. With low earnings, you can- 
not support an adequate and qualified 
staff. 


Investment Facilities 


Many trust departments have no sep- 
arate and specialized investment depart- 
ment or full-time investment man. Lack- 
ing this, heavy reliance must be placed 
on outside help. Factual information 
from investment services is, of course, 
needed by all, however, their recom- 
mendations are (usually) for general 
consumption and not individualized to 
to the needs of a particular trust. Nor do 
they always have the “Trust Viewpoint.” 
In addition to industry studies and se- 
curity lists, periodic consultation and 
advice from the investment departments 
of large correspondent banks is very 
valuable and sometimes they prepere 
monthly lists. 

Management of an investment port- 
folio requires constant attention. It is 
vital to develop sound principles and 
yardsticks for selection of common 
stocks under varying economic cor li- 
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tions, but blind devotion to a fixed gen- 
eral program will not achieve the results 
desired. Careful consideration must be 
given to the purposes and terms of each 
trust and needs of its beneficiaries. The 
following points are basic to the invest- 
ment program: 


1. At least one man should be em- 
ployed who has conservative invest- 
ment experience and good judgment. 
He should assemble and submit in- 
formation with initial recommenda- 
tions. 

2. He should have available the help 
of a large correspondent bank experi- 
enced in trust investments, together 
with the usual statistical services and 
other available information. 

3. A limited list of stocks should be 
selected for supervision with suffi- 
cient diversification to provide satis- 
factory long-term performance. This 
list must be reviewed and changed as 
business conditions warrant. 

4. Each account should be re- 
viewed at least annually and as chang- 
ing conditions warrant. 


Under no circumstances should the 
investment decisions be the sole respon- 
sibility of the head of the Trust Depart- 
ment or the investment officer. It should 
be the collective judgment of a com- 
petent Investment Committee including 
non-officer Directors. There is a mutual 
advantage to having Directors serve on 
this committee: they gain trust invest- 
ment experience and in turn provide 
different points of view. Directors should 
be rotated if at all possible, to give each 
a chance to become familiar with trust 
matters. Sufficient information should 
be presented to the Committee for their 
intelligent decision without it being nec- 
essary for the Committee to more or 
less have to follow the recommendations 
of the Investment Officer. The need to 
render adequate investment services is 
even more important today in our con- 
stantly changing economy. 


Value of Common Trust Fund 


Many discussions and papers have 
been written on the use of the common 
fund by trust departments. Statistics 
published by the Revenue Department 
and probate court records show that es- 
ates from $50,000 to $200,000 have 
rown rapidly over the past ten years. 
)») the other hand, estates valued at a 
‘lion or over have declined. Without 
common fund it is difficult to invest 
odest estate funds and with the decline 

the buying power of the dollar, we 
sould offer an investment vehicle which 
will get the most out of what is left to 
cxe’s family. To render this service to 
s/aaller trusts at reasonable cost requires 
‘ve collective investment of funds 
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through the common trust fund, whether 
it be solely for common stocks or a bal- 
anced fund or separate stock and bond 
funds. The experience of our Bank in 
this collective investment goes back to 
1928 and 1929 when we estabilshed two 
funds, a Bond and a Stock fund. Over 
the years we have found that we could 
accept trusts of modest amounts, give 
them the same care and protection given 
larger trusts on our regular fee basis, 
make a fair profit provided we could 
use our Common Funds as the invest- 
ment medium, and broaden our field 
of public favor. Any trust institution of 
moderate size that has a qualified in- 


vestment officer will do a betier job with 
a common trust fund, and the fund will 
permit you to accept trusts of less than 
$100,000 and make a fair profit. 

I have found cost studies to be a very 

valuable operating tool which will: 

1. Make everyone cost and fee con- 
scious and honest with themselves. 

2. Point out the type of account re- 
turning the best profit. 

3. Give a better knowledge of depart- 
mental costs. 

4. Provide a sound basis for formu- 
lating a published fee schedule for 
standard types of service and nor- 
mal accounts. 





Tenth of a Series Featuring Governors of California 





Lawyer, educator... CALIFORNIA’S TENTH GOVERNOR, 1867-1871 


He gave up a flourishing law practice to serve his state. 
In 1869, he saw the last golden spike driven home in 
America’s new transcontinental railroad. “It links to- 
gether in iron bonds the two great oceans of the world,” 
he said, “‘and carries California . . . into the center of the 
great family of nations.” He served on the University of 
California’s Board of Regents prior to his death in 1878 
—just twenty-eight years before Security-First set up its 
Trust Department. Since then, our services have bene- 
fited three génerations of Southern Californians. 


TRUST DEPARTMENT 


EC URIT Y-FIRST 


NATIONAL BANK 





Southern California's own 
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The “Division of Interests” A pproach to 


Fstate Planning 


HENRY C. LOWENHAUPT 





Lowenhaupt, Mattingly, Chasnoff, Freeman & Holland, St. Louis; Missouri 


Ss CONSERVATIVE, PEDESTRIAN WAY 
to build or increase an estate is by 
systematic saving. This is the method of 
so-called life insurance, which, except 
for the frequent secondary aspect of 
assurance against untimely death, is no 
different from systematic deposits at 
compound interest. In this area, the trust 
companies and _ professional trustees 
have omitted to render a service well 
within their competency; indeed, in 
which, in inflationary times, they can 
render better service than the insurance 
companies. 

Suppose a young man 25 years of age 
is ambitious to establish an estate for a 
prospective family. He might undertake 
a program of setting aside $1,200 a year 
for 25 years. If this could be invested at 
4 per cent, cumulated annually, at the 
end of 25 years he would have $52,000. 
The impediment to the program is the 
income tax. The yield to be reinvested 
and cumulated is the net yield after in- 
come taxes, 

Here the insurance companies have an 
advantage over trust companies, for 
their investment income is not subject 
to income tax. This advantage, however, 
can be made available to trusts, and, 
even if not wholly available, is more 
than balanced by three advantages of a 
trust: first, the costs of administration 
are less (at least, by proper routine, 
could be made less) ; second, a trust can 
derive a higher yield from authorized 
investments; and third, it can invest in 
equities which seem desirable in infla- 
tionary times. Life insurance companies 
express their obligations in dollars, and 
invest accordingly in bonds and mort- 
gages. They do well to earn 3 per cent 
on their reserves; a trust estate invested 
for income can easily earn 5 per cent to 
6 per cent before income tax, and if the 
trust is taxable separately, 4 per cent to 
5 per cent after taxes. 


Trust Fund Approach 
So, unless our young planner is will- 


From address before 27th Mid-Continent Trust 
Conference, St. Louis; Nov. 6, 1958. 
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ing to add to this cost the income tax on 
the trust income, he will have to set up 
the trust in such terms that the income 
will be irrevocably devoted to others, or, 
by selection of investments, the trust in- 
come will consist of nontaxable incre- 
ment in value. 

Let us compare this with an insurance 
plan. An annual premium of $1,335 for 
25 years will purchase an endowment, 
including estimated dividends, of about 
$44,000; $1,200 deposited annually for 
the same period at 4 per cent produced 
$52,000. The excess of the insurance pre- 
mium over the proposed annual deposits, 
$135 a year, would purchase a declining 
balance term policy which in the event 
of death would pay the difference be- 
tween the trust fund and the $52,000 to 
which he was building. 


In either case, the income tax equally 
impedes the setting aside of $1,200 a 
year. If a man’s only resource is his 
earning power, there is little help for 
this. The insurance companies have de- 
vised the so-called bank loan plan of life 
insurance to substitute so-called “inter- 
est” for part of a premium. If this is 
sound planning in insurance, which is 
questionable, then an equally good plan 
can be devised by use of a trust. 


About 3 years ago, a client of mine 
decided to give $6,000 in trust for each 
of his 20 minor grandchildren and great- 
grandchildren in December and to make 
similar gifts in the following January. 
The prospect of writing 40 trusts ap- 
palled me. Accordingly, I had printed a 
form of trust which is as easily com- 
pleted as the printed forms of deeds to 
be had from the stationer. I have already 
used more than 300 of these. This sug- 
gests that there is no more difficulty in 
setting up a form of trust, adaptable to 
many circumstances, than in setting up 
a form of insurance policy or deed of 
real estate, which can be completed by a 
few minutes of typing. Similarly, the in- 
vestment of trust funds, if the invest- 
ment objectives are clear, can be routin- 
ized to the point that this aspect of ad- 
ministration is largely clerical. 


Splitting Estates 


An estate of $120,000 or less can be 
passed on free of estate tax. If the whole 
estate is bequeathed to the testator’s 
widow, then one-half is within the mari- 
tal deduction and the other half within 
the exemption. On the widow’s presum- 
ably subsequent death, however, if the 
estate remains intact, there would be an 
estate tax. 

Suppose, however, that the estate was 
so left that a part were used to buy an 
annuity for the widow; the other part 
to buy insurance on her life. Obviously, 
the annuity is going to be equal to the 
interest on the two premiums, and the 
face amount of life insurance will be the 
sum of the two premiums. So a trust 
plan is suggested: one-half the estate 
to the widow, either outright or in a 
trust qualifying for the marital deduc- 
tion; the other half to accumulate the 
income subject to encroachment for the 
widow. Every time the nonmarital trust 
accumulates $1,000, the widow can af- 
ford to encroach upon the marital trust 
or her own principal to an equal amount. 
Thus the accumulation in a nonmarital 
trust, if the widow survives by a sub- 
stantial period of time, enables her to 
reduce or exhaust her own estate, still 
retaining a constant amount available. 

The same principle is pertinent and 
to a greater extent beneficial in a larger 
estate. I would suggest that, where the 
marital deduction is taken, there is little 
purpose in giving the widow the current 
income in the nonmarital portion of an 
estate; that in almost all cases, the mari- 
tal deduction should be taken, since the 
period of survivorship of the spouse af- 
fords a continuing opportunity for her 
to dispose of assets, reducing her estate; 
and if the nonmarital portion affords se- 
curity, she can give her own property, 
while without it, she might reasonably 
or unreasonably fear the exhaustion of 
her estate. 

Consider, further, the investment im- 
plications of having two estates: one sib- 
ject to further estate tax; the other free 
of such taxes — in the one, any growth 
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of value inures in part to estate tax; in 
the other, the growth is all for private 
benefit. 

The key to estate planning — at least 
in relation to taxes — is division of as- 
sets into two or more pools or estates. 
Several kinds of division are available, 
for example, with reference to a tract 
of land: first, it may be split in two par- 
cels and separate dispositions may be 
made; second, it may be split in value: 
a mortgage placed upon it and one dis- 
position made of the mortgage, while 
another disposition is made of the land 
subject to the mortgage; third, it may 
be split in time: dividing the present 
use, for life or for any other period of 
time, from the future rights in the prop- 
erty. The third method — division in 
time — is most appropriately discussed 
in connection with trusts. 


Illustrative Case 


Suppose a man has accumulated a sub- 
stantial estate in nonliquid form and de- 
sires that it be retained intact for the 
benefit of his family. He is unable to 
save anything out of income. 

Upon the assumption that his estate is 
nonliquid, he cannot readily sell a part 
of it. Assuming that his top income tax 
bracket is 75 per cent, it follows that 
within the applicable limitations, he may 
realize 34 of the value of property by 
giving it to charity. If then his gift tax 
rate is 25 per cent, for every dollar in 
value which he gives to charity, he may 
give $3 to private beneficiaries, and the 
income tax reduction will pay his gift 
tax. He desires, however, to retain some 
assets for himself. So for every dollar 
he gives to charity, he may give to pri- 
vate beneficiaries $1 and retain 50c. 

The outright gift to charity perma- 
nently disposes of a part of his prop- 
erty. Thus, if he gives the north half of 
Blackacre to charity, and the south half 
to his children, his children no longer 
own Blackacre intact. Instead, suppose 


he gives Blackacre to charity for a term 
of 20 years, with remainder to his chil- 
dren. Upon the Treasury’s assumed dis- 
count rate — 314 per cent — the 20- 
year term in Blackacre is worth 50 per 
cent of its value. Hence the tax effect is 
the same as if he had divided Blackacre 
into two parcels equal in value, but the 
economic effect is quite different. By giv- 
ing up the use of Blackacre for 20 years, 
on each dollar of value of Blackacre he 
has placed 3714c (his 75 per cent in- 
come tax rate applied to 50c) in his own 
pocket. He has also anticipated the es- 
tate tax on Blackacre, paying 1214c in 
gift tax. Thus he has left 25c. 

Upon this assumed yield of 31%4c on 
the dollar, the 20-year term in Blackacre 
would have yielded him only 70c (20 « 
3¥4c) per dollar of value. After income 
taxes, he would have had less than 25c. 
His living is therefore better provided 
for by the gift to charity than if he had 
retained Blackacre, even if his 25c re- 
tained is held uninvested in cash and 
spent at the rate of 114¢ a year. At the 
same time, Blackacre is retained intact 
and after 20 years, the use and enjoy- 
ment of it return to private possession. 


Greater Gain from Greater Risk 


Suppose our hypothetical estate plan- 
ner is willing to take a little greater risk 
than is proposed above, and to place 
$1,000 worth of property presently 
yielding $35 a year in trust to pay $35 a 
year (whether the income be more or 
less) for 20 years to charity. The pres- 
ent value of $35 a year for 20 years is 
the same as the present value of the use 
of $1,000 for 20 years at 314%, and the 
tax results are the same in either case. 
Nevertheless, if the $1,000 worth of 
property comes to yield $50 a year, then 
there is a further benefit of $15 per 
year being accumulated for the remain- 
dermen. 

Let us assume an extreme example: A 
certain railroad bond pays interest at 
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5 per cent on its face amount but 10 
per cent on its current market price of 
50c on the dollar, which reflects the gen- 
eral opinion that the bond will default 
in payment of principal or interest. Our 
hypothetical estate planner places $1,000 
worth of these bonds ($2.000 face val- 
ue) in trust to pay $100 a year to charity 
for about 13 years. The present value of 
$100 a year for 13 years at 31% per cent 
is about $1,000, and if the market judg- 
ment of these bonds is correct, the prin- 
cipal of the trust estate would have to be 
exhausted to pay the annuity. If this 
occurs, then our hypothetical estate 
planner has provided nothing for his 
family, but has provided $750 for his 
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own use. If, on the other hand, the bonds 
continue to yield $100 a year, then our 
planner’s family receives the bonds at 
the end of the 13 years without substan- 
tial gift tax, in addition to the $750 re- 
tained by our estate planner. At a net 
cost of $250, the estate planner has gam- 
bled on a value of $2,000. 

These strange results follow from the 
fact that the income tax law has depart- 
ed from economic reality in taxing the 
income of a trust to the current distrib- 
utee. In reality, the distributions of in- 
come inure to the benefit of a remainder- 
man, because with each year his remain- 
der increases in value. There is in fact 
no difference from the point of view of 
remainderman between the payment of 
income to his predecessor in interest, on 
the one hand, and the payment of prin- 
cipal and interest on a mortgage on his 
own property, on the other. 

A man owning Blackacre mortgages it 
for $1,000 and gives it away, subject to 
the mortgage. The income of Blackacre 
is then used to pay interest and princi- 
pal on the mortgage. When the mortgage 
is paid off, the donee owns it free and 
clear. It is quite apparent that the donee 
of Blackacre, subject to the mortgage, 
receives exactly the same as he would re- 
ceive if Blackacre were placed in trust 
to pay the income to him for the period 
which would be required for that income 
to discharge the mortgage, but the tax 
consequences are entirely different. 


Getting Cash 


One of the usual problems in estate 
planning is to find cash. The obvious 
sources late in the game are selling and 
borrowing. Borrowing is but a stopgap 
expedient, since the loan must be repaid 
in cash; but the income tax impediment 
to repaying may be controlled. Assum- 
ing the loan is to be repaid out of in- 
come, the trust device permits the repay- 
ment in a variety of ways: out of trust 
income, subject to income tax at trust 
rates; out of beneficiary’s income, tax- 
able at his rates; out of the difference 
between the grantor’s rates and 100 per 
cent; or, out of before-tax income. 

There is in economic substance no dif- 
ference between an estate for a limited 
time, on the one hand, and a mortgage, 
on the other. The implications of this 
economic identity, in juxtaposition to the 
tax difference, are extensive and in the 
modern business world only slightly ex- 
plored. 

The division in time, of which I have 
been speaking, may be inappropriate 
where an interest in the property is to 
be retained, for the tax laws present an 
obstacle. If income is retained for life, 


the property is includible in the taxpay 
er’s gross estate; but if the remainde) 
only is given to charity, the donor en 
joys an immediate income tax reduction 
and retains the estate tax benefit of the 
marital deduction of one-half of wha 
he has given. If the reversion is retained 
no deduction is allowed for a contribu- 
tion of the term. So, here the mortgag: 
or term trust, now popularly so called 
may be the more appropriate. 

One frequently useful division of the 
inherent values in property is the divi 
sion of corporate values between com- 
mon and preferred stock, the preferred 
stock being similar economically to a 
mortgage or term for years, and the 
common to an equity or remainder. But 
the tax effect is entirely different, for the 
retention of preferred stock is not such 
a reservation of income of corporate 
property as will render the common 
stock value, if disposed of, includible in 
the taxable estate; nor will the retention 
of common stock be considered such a 
reversion that a gift of preferred stock 
to charity is nondeductible. 

There are numerous vehicles available 
to create the mortgage type division: 
preferred and common stock in a corpo- 
ration, successive legal estates, borrow- 
ing and mortgaging; but of all the vehi- 
cles, the trust is most flexible and pre- 
sents most opportunity for adaptation 
to an estate planner’s circumstances and 
needs. 

Tax planning involves something more 
than citing section numbers and _ perti- 
nent court decisions. A carpenter must 
know the uses of available tools — when 
to use a chisel, and when to use a plane. 
An estate planner, having learned the 
end sought to be accomplished, should 
know the particular virtues of trusts, 
corporations, contracts, deeds, 
wills, mortgages, insurance, and all the 
other tools, each most effectively used 
for specialized purposes. Taxation very 
often depends upon the tool used, rather 
than the economic substance of what is 
accomplished. 


notes, 


I am confident that an awareness of 
the virtues of the trust form of division 
of economic values can extend its use in 
numerous situations now more clumsily 
and less effectively served by other 
forms. 

A & A 


@ James R. Bocell, personal trust offi- 
cer, City National Bank & Trust Co., 
Kansas City, Mo., has been elected jus- 
tice (president) of the Greater Kans.s 
City alumni chapter of Phi Alpha The‘a 
law fraternity. The chapter has a me- 
bership of 600 attorneys in the Kansas 
City area. 
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Lessons from Canadian Experience with 


Self- Pensions 


Editor’s Note — Under the encour- 
agement of special tax provisions, re- 





tirement programs for employed _per- 
sons have become widespread. But self- 
employed individuals cannot be their 
own employees, hence they cannot qual- 
ify for favored tax treatment. 

The inequity in the position of the 
self-employed was put to an end through 
legislative action in Great Britain in 
1956, and in Canada and New Zealand 
in 1957. 

In 1958, the Keogh proposal io per- 
mit self-employed individuals in this 
country to set aside tax-deferred dollars 
into “restricted retirement savings” was 
reported favorably by the House Ways 
and Means Committee — for the first 
lime since its original introduction in 
1951. Late in July the bill passed the 
House by an overwhelming vote, but, 
in the Senate the bill was stalled in the 
Finance Committee for lack of time to 
schedule hearings and finally, on August 
12, after the floor of the 
Senate, was sidetracked by parliamen- 
tary maneuver when offered as an 
amendment to another tax bill. 





debate on 


Nevertheless, the resulting vote on 
the amendment brought forth a strong 
show of strength for individual self- 
pensions, with 32 Senators going on 
record as in favor — despite the fact 
that the Senate policy position of both 
parties at the time opposed such legis- 
lation. The opposition, in general, was 
based on the prospective loss of tax 
revenue and, in particular, on inade- 
quate time to study the measure. 

Inasmuch as persons close to the 
legislative process expect the Keogh Bill 
tc be reintroduced substantially in its 
present form when the 86th Congress 
convenes in January, the following au- 
thoritative report on the Canadian ex- 
p rience with self-pensions is both time- 
|: and revealing. ] 


r | VAXPAYERS IN CANADA, UNDER THE 

i terms of legislation enacted on April 
'2, 1957, are allowed a deduction of 
é nounts up to 10 per cent of earned in- 
‘ome set aside for the purchase of re- 
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GLENN GARBUTT 


Management Counsel, New York 





Glenn Garbutt is an independent consult- 
ant and an experienced observer in the col- 
lective investment and fiduciary fields. He 
is a former associate editor of TRUSTS AND 
Estates. His article is based on a marketing 
study conducted for The Bank of New York, 
through whose courtesy it is being published. 





tirement annuities commencing any time 
before age 71. The dollar amounts so 
set aside may not exceed $2,500 a year 
for self-employed persons, or $1,500 in 
the case of an employee under a pen- 
sion plan, including his own contribu- 
tions to both employer-sponsored and 
individual plans. 

The new legislation represents some- 
thing more than is implied in the 
phrase “removal of discrimination 
against the self-employed,” explained 
Dr. A. K. Eaton, Canada’s then As- 
sistant Deputy Finance Minister: “The 
new legislation opens up income spread- 
ing as a new positive policy of general 
application. It is available to every- 
body.” 

This significant tax change was in- 
troduced by the Honorable Walter Har- 
ris, Minister of Finance, with these ob- 
servations in his budget 


March 14, 1957: 


speech on 


The cash effects on our revenue in 
the coming year will be negligible, 
partly because it will take some time 
for insurance companies and others 
to design policies and organize plans, 
and partly because taxpayers will in 
many instances derive their benefit 
from a tax refund at the end of the 
year. 

In subsequent years, if widespread 
use is made of the plan, it is possible 
that the annual yield of the income 
tax may in future be reduced by as 
much as $40 million. Whatever the 
subsequent loss in revenue may be it 
can, however, be regarded as an indi- 
cation of the volume of provision be- 
ing made by Canadians towards free- 
dom from financial worry at a time 
when their earning power has les- 
sened. 


To me this policy makes good sense. 
Moreover, the broad effect of this 
policy will be anti-inflationary since 
it will be an encouragement to in- 
creased immediate saving which will 
be productively employed. Encourage- 


ment such as that now proposed is, I 
think, amply justified and will, I be- 
lieve, be well received on all sides.” 


The step taken by the Minister of 
Finance was in recognition of agitation 
by taxpayer groups over a_ ten-year 
period — primarily on the plea of in- 
equity — rather than of views ex- 
pressed by financial institutions or the 
life insurance companies. 


The Ministry of Finance had an equal- 
ly strong record of opposition over the 
ten-year period. Principal reasons: The 
expected decrease in tax revenue and 
the prospective increase in administra- 
tive detail, not the question of principle. 
However, with permissive self-pension 
an accomplished fact and the first year 
of experience behind them, finance min- 
istry officials have disclosed that: (1) 
the changeover was far simpler ‘than 
anticipated, and (2) the loss of revenue 
in the first year — unofficially estimated 
at $7 million — was considerably less 
than the long-term projection of $40 
million made by the Minister of Fi- 
nance. 


Pattern of Acceptance 


The Canadian taxpayer has a wide 
range of choice for the investment ad- 
ministration of his accumulated retire- 
ment savings. Commenting upon the 
freedom of investment, Assistant Deputy 
Minister Eaton, said: 


I mention this aspect of the law in 
relation to two matters which in cur- 
rent Canadian thought are frequently 
referred to on public platforms or in 
the press: The first of these relates 
to the degree of Canadian ownership 
in Canadian industry. The second is 
the question of -the future stability 
of the purchasing power of the 
Canadian dollar; whether gradual in- 
flation can be avoided or whether 
prudence dictates a form of invest- 
ment providing some hedge against a 
gradual déclitie of the value of the 
dollar . . . This policy is in line with 
the removal last year of the restric- 
tions on trustees investing pension 
funds, 


The four general types of investment 
administration are: (1) Life Insur- 
ance Companies’ Contracts; (2) Domin- 
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ion Government Annuities; (3) Trust 
Companies’ Plans; (4) Mutual Funds 
and Negotiated Investment Contracts. 

Although discussions leading to the 
tax amendment continued over several 
years, passage of the legislation found 
both the Government and financial agen- 
cies unprepared. Thus the Canadian de- 
velopment is revealing, because in the 
administration of individual retirement 
savings new methods and procedures had 
to be evolved. 

LirE INSURANCE actuaries and ofh- 
cials, for example, were cool to the early 
proposals for permissive individual re- 
tirement plans. Reasons: Restricted poli- 
cies with a “locked up” savings side 
might — 

(1) upset the traditional relation- 
ship between the insurer and the 
insured, 

(2) encourage the cancellation of ex- 
isting life insurance policies un- 
less both old and new contracts 
could qualify for registration. 

(3) call for new types of policies with 
variable premium problems, and 

(4) bring forth agitation for variable 
annuities. 


With the insurance fraternity divided in 
general as to the desirability of the new 
legislation, some companies started out 
with a negative approach, tending to 
point out problems rather than oppor- 
tunities to their agents and field men. 
Consequently, they took a relatively 
minor part in the early marketing devel- 
opment of this new method of saving. 
Companies with a positive approach, 
on the other hand, received a ready re- 
sponse from the field and a satisfactory 
experience resulted. Sales results, in fact, 





indicate that interest in retirement sav- 
ings among individuals is community- 
wide and about evenly divided as con- 
cerns professional people vs. proprietors 
and management people. A representa- 
tive sample of over 800 contracts regis- 
tered through two large insurance un- 
derwriters indicates that some _ two- 
thirds of registered policies were new 
contracts issued in 1957, the remaining 
one-third being old contracts from 
earlier years. Policies being registered 
in 1958 are mostly with new people. 

Insurance officials in general have 
found that the new legislation created a 
considerable educational problem for 
salesmen and savers alike. While some 
officials feel that the market opened to 
the insurance companies is not impres- 
sive, other sales-minded officials find the 
tax-deferment privilege has served as 
good reason to review present indi- 
vidual insurance programs with satis- 
factory results, and they assess the pos- 
sibilities presented as most favorable. 

Trust Companies, unlike the life in- 
surance companies, had neither the 
products nor the salespower ready to 
seek individual tax-savers. It was late 
in 1957 before most of the trust com- 
panies completed their plans for hand- 
ling registered retirement savings. 

In general, the trust companies’ plans 
are designed for the use of collective in- 
vestment, in order to achieve economy 
of administration and adequate diversi- 
fication for the pooled accounts of indi- 
viduals with annual contributions of 
$2,500 or less. The plans range from a 
single fund to a combination of funds 
with different investment objectives. 





A regional trust operation 


offering complete personal 


and corporate services. 


CHARLOTTE, 
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NORTH CAROLINA 


FEDERAL RESERVE SYSTEM 


Capital, Surplus, Profits and Reserve over $19,087,000 








Some of these plans provide special 
savings accounts to facilitate the ac- 
cumulation of allowable contributions. 
A contributor thus might know his ex- 
act income before determining the final 
amount to be registered, inasmuch as 
transfers to a registered plan may be 
deferred to the end of February and 
still apply to the preceding tax year. 


Lacking a field force the trust com- 
panies employed direct mail and news- 
paper advertising to call attention to 
their registered plans, and particularly 
to point out the advantage of equity in- 
vestment in the event of further infla- 
tion. Now, with retirement savings funds 
in operation, trustmen feel they have 
broadened their range of services and 
that — while the educational problem is 
formidable indeed — it opens to them 
a mass market not heretofore available 
on a practical basis. In future years, they 
feel, a large portion of the monies set 
aside in retirement savings will be ad- 
ministered by corporate trustees. 

Mutua Funps worked out two types 
of retirement savings plans: one similar 
to the trust companies’ type of plan, 
with a corporate trustee acting as cus- 
todian and the mutual funds providing 
the investment medium and manage- 
ment; the other similar to annuity con- 
tracts of the insurance company, with a 
face amount certificate payable over a 
period of years. 

CANADIAN GOVERNMENT ANNUITIES 
drew the largest single group of the 
registrations of retirement savers. There 
is no comparable investment medium in 
this country to these annuities, which 
are administered by the Department of 
Labor and may be purchased by Cana- 
dian taxpayers in amounts between $10 
and $1,200 a year. The Annuities Sys- 
tem is provided at cost — the Govern- 
ment pays all administration expenses 
and guarantees the fixed yearly income. 
Premiums may be paid to the Receiver 
General at any Accounting Post Office. 

Director Charles R. McCord, who 
heads the Government Annuity program 
in Ottawa, commented: “A review of 
first-year results indicates: (1) a stimu- 
lation of interest in general in Govern- 
ment Annuities, (2) a revival of inter- 
est in many old and dormant contracts, 
and (3) the attraction of interest in new 
contracts among men and women under 
40 years of age in particular.” 

Altogether some 60,000 contracts were 
found to be eligible under the amended 
tax legislation and these annuitants were 
advised during 1957. Director McCord 
revealed that about 15,000 plans were 
registered — two-thirds of them o'd 
contracts, one-third of them new. 
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ASSOCIATION PLANS were worked out 
by professional groups to enable mem- 
bers to take advantage of the tax ex- 
emption privilege through contributions 
to a _profession-wide program. The 
Canadian Medical Association, for ex- 
ample, registered a plan with (1) an in- 
sured annuity segment — guaranteeing 
fixed dollar income — administered by 
a life insurance company, and (2) a 
common stock investment fund adminis- 
tered by a trust company. The program 
was designed in the belief that the split- 
fund type of savings plan would go a 
long way toward answering the problem 
of how to put aside for retirement and 
yet protect savings against the inroads 
of inflation. Contributing members may 
decide for themselves how much they 
wish to invest to each segment of the 
plan. 


The pattern of acceptance of the 
C.M.A. plan was described by Dr. A. D. 
Kelly, general secretary of the Associa- 
tion, as follows 


Late in September we mailed in- 
formation on the plan to 16,000 mem- 
bers and received in return roundly 
2,000 registrations, most of them 
within the tax-year 1957. The split- 
funded allocations approximated two- 
thirds to the trusteed common stock 
fund, one-third to the insured group 
annuity. In dollars of contributions, 
this amounted to approximately 60 
per cent in common stocks and 40 per 
cent in group annuities.” 


This indicates early acceptance of the 
plan by one of every eight members of 
the Association. However, an equal num- 
ber of medical men were found to have 
chosen other channels of registration. 
Here again, therefore, one out of four 
is believed to be a proper proportion to 
use as the early pattern of acceptance by 
physicians. 

Other association plans have been 
formed but have not been as successful 
in general as the C.M.A. plan. Some, 
however, were formed too late for full 
consideration in the tax year 1957. 


Overall Picture 


Taxpayers in Canada have until April 
30 to file their income tax returns. 
Kegistrations for the retirement savings 
privilege must be made by December 30 
cf the tax year, with an additional two 
nonths allowed for making the contri- 
pution commitment. 

Within the tax year 1957, following 
enactment of the law in April, a total 
‘f 32,000 individual registrations were 

led with the Department of National 
Xevenue. An estimated breakdown of 
he different types of investment admini- 
tration used follows: 


DECEMBER 1958 


Number 
of Plans 


Government Annuities Plans__.15,000 
Life Insurance Contracts (reg- 

ular cases of annuities and 

life insurance with savings 


Investment Administration 





side registered) —. SO 
Trust Companies’ Own Plans 

(excluding association 

plans) Re ee 
Association Plans (funded 

through group annuities and 

trust companies) 2,250 
Mutual Funds Plans 2,000 
Total of Registered Plans 

(estimated) 32,000 


Of particular interest is the finding 
that almost one of every four taxpayers 
who registered through the trust com- 
panies failed in the foreshortened first 
year to make a contribution to their 
plan within the allowable time limit. 
Principal reason: Lack of immediate sav- 
ings ready for long-term commitment. 


In summary, then, the study of Cana- 
dian experience with self-pensions dur- 
ing the first year indicates that: 


{Individual interest in tax-deferment 
is widespread, but a relatively small 
proportion of taxpayers have immedi- 
ate savings ready to commit under 
permissive self-pension legislation. 


§Government and investment admini- 
strative officials alike find that two 
to three years or more will be re- 
quired for the pattern of acceptance 
of individual retirement savings to 
become fully formed. 


"The tax revenue loss for the first 
year — estimated at $7 million — was 
substantially less than the $40 mil- 
lion projected loss estimate of the 
Finance Minister. 


{The educational problem posed by 
this new form of saving for invest- 
ment administrators and savers alike 
is formidable. 


These findings lend support to the 
statement made by Dr. Roger F. Mur- 
ray* at the hearing of the House Ways 
and Means Committee last January 24, 
when he said with reference to the pro- 


posed Keogh Bill: 


This kind of provision takes a long 
time to become fully effective. The 
bill is only enabling legislation, in a 
sense; it does not automatically make 
available the arrangements for a sin- 
gle individual to make his retirement 
deposit. The needed facilities require 
time and effort for their development. 
Even a widespread understanding of 
the bill’s provisions would require 
months of educational work. We are 
probably talking about 1960 before 
really large numbers of the self-em- 
ployed would know how or where to 
make a retirement deposit. 


Mr. Murray concluded, 
“The loss in current tax revenues repre- 
sented by the tax deferral would be very 
modest for several years.” 


*S. Sloan Colt Professor of Banking and Fi- 
nance, Columbia University Graduate School of 
Banking. 


Therefore, 


A A A 


Prospects for Self-Employed 
Pensions 
The Jenkins-Keogh bill, permitting 
self-employed persons to set up their 
own tax-deferred pension plan, will be 
introduced in the next session of Con- 
gress in substantially the same form as it 
passed the House in 1958. Speaking at 
the November 19th meeting of the Trust 
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Round Table of the New York Chapter, 
American Institute of Banking, Repre- 
sentative Eugene J. Keogh expressed the 
hope, based on the partial success at 
the last session after seven years of 
legislative backing and filling, that his 
proposal will be enacted before the end 
of the 86th Congress. 

Together with Earl S. MacNeill, vice 
president of Merrill Anderson Co., Con- 
gressman Keogh discussed a number of 
questions that have been raised by trust- 
men. It is brought out that pooling of 
mortality experience was not only not 
feasible from a practical standpoint but 





would run afoul of the insurance law as 
in New York. 

Another inquiry — about the use of 
a bank’s common trust fund for deposits 
under self-retirement plans — elicited 
Mr. Keogh’s favor and agreement to con- 
sult with the bill’s technicians. It was 
pointed out from the floor that invest- 
ment would be permitted in the Bank 
Fiduciary Fund which is a regulated in- 
vestment company, organized for New 
York trust institutions, and as such falls 
within one of the investment categories 
allowed in the bill. The legislator re- 
marked that the restrictive investment 
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authority in the present bill was designed 
to minimize controversy. Likewise, in- 
eligibility of the employee whose firm 
has no pension plan was dictated by a 
desire to narrow the areas of possible 
disagreement. 


Based on the Canadian experience 
cited in this issue by Glenn Garbutt — 
on whom Mr. Keogh called for a num- 
ber of answers — the loss of revenue 
under the proposed law would be sub- 
stantially less than the Treasury’s esti- 
mate of $365 million in the first year; it 
would more likely be about $100 million. 


While it appeared from the discussion 
that trust departments in New York are 
not enthusiastic about the business po- 
tential should the matter become law, 
the attitude toward these accounts else- 
where in the country is more optimistic. 
particularly as a feeder for other types of 
trust services. 


Aa A A 


Auctions Set Records 


Picasso’s “Mother and Child” sold for 
$152,000 at the November auction of 
Post-Impressionist paintings conducted 
in New York by the Parke-Bernet Gal- 
leries. This was a record for a Picasso 
sold at auction. Cézanne’s “Garcon 
Couche” brought $125,000 and a Medi- 
terranean landscape by 
for $105,000. The 
included collectors 
Mexico and Europe. 


Renoir went 
of 2.000 
Venezuela. 


audience 
from 


Officials of Parke-Bernet expressed 
surprise that the Cézanne had _ not 
reached a higher bid. Admittedly it was 
smaller and less famous than the “Boy 
in a Red Vest” which set a record price 
for Cézanne of $616,000 at the recent 
sale of the Jakob Goldschmidt collection 
by Sotheby’s in London. The London 
sale was expected to cause sharply com- 
petitive bidding here. Art experts agreed. 
however, that the public seems to be 
distinguishing between masterpiece and 
lesser works among the great artists of 
French 19th century painting. Bidders 
at Sotheby’s paid a record total of $2.- 
186,000 for seven pictures from the col- 
lection that the late Mr. Goldschmidt, the 
New York financier, had managed to 
bring out of his native Germany in 1935. 


Within a month of these two great 
sales financial history was made in a»- 
other field. The H. R. Harmer Organiz.- 
tion of New York auctioned the Caspary 
stamp collection of 19th century classic 
issues for an all-time record of $2,89.>.- 


146. 
A AA 


TRUSTS AND EsTA‘7ES 





AM 
RE 


dor 
AL 
Sta 
fro 
up 
unt 
lea 


in 

val 
mij 
An 
ize 
tio: 
ket 


tra 


(th 
be 

ane 
De 


do! 


for 
An 


Cus 








.# 


122 ON Oe ieee OD e- eB 


. Trade Winds .. 


Sidelights . . 


AMERICAN DEPOSITARY 
RECEIPTS 


(Continued from page 1102) 


done with the greatest facility because 
ADRs, initially issued in the United 
States upon cabled or air-mailed advice 
from the foreign custodian, provide that 
upon cancellation by the Depositary the 
underlying foreign shares can be re- 
leased and delivered abroad. 

The holder of an ADR is at all times 
in a position to reap the benefit of any 
variations in market quotations which 
might develop between foreign and 
American markets. This tends to equal- 
ize quotations since any marked varia- 
tion in price between the different mar- 
kets is soon acted upon by the “arbi- 
trageur.” 

The ADRs are in registered form only 
(though underlying foreign shares may 
be in either bearer or registered form) 
and are transferable at the office of the 
Depositary with the same facility as 
domestic stock certificates, and have 
generally the characteristics of an 
\merican stock certificate. (See Exhibits 


A-1 & A-2.) 


Stockholder Contact and Taxes 


Dividends declared on the deposited 
shares collected by the 
American Depositary’s foreign agent or 
custodian and in turn disbursed by the 
Depositary by check to the registered 
\DR holders, after conversion into dol- 


foreign are 


lars. 

Under Tax Conventions, entered into 
by the United States with certain foreign 
countries for the avoidance of double 
taxation, holders of ADRs may claim 
in their Federal Tax returns certain 
credits for the applicable foreign tax 
withheld from dividends. The Deposi- 
lary prepares and distributes with the 
dividend the necessary certifications to 
support the income tax claims. Steck 
‘ividends are also distributed in ADR 

rm. 

lhe American Depositary, through 

foreign branches or agents keeps 
self informed as to such corporate 
ction taken by the issuing corporation 
s the declaration of dividends, the is- 
uance of subscription rights, plans for 
capitalization, offers of exchange of 
ecurities, publication of notice of meet- 
ngs, etc. It is the practice of the de- 
ositary, to the extent possible and ad- 
visable, to promptly pass on such infor- 
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. Memos . 


mation to ADR holders. Where the is- 
suer of the underlying stock has com- 
plied with the requirements of the Se- 
curities Act of 1933 and other applica- 
ble laws in this country, rights to sub- 
scribe are passed on for exercise or 
sale. Thus the Depositary performs func- 
tions which the average American holder 
of actual foreign shares may find either 
difficult or impossible to perform him- 
self, or only after considerable delay. 


LIN. VY bot iS 


.. Portfolio Studies . 


Ae iis fo 4 


.. Funds Index .~ . Reports 


A Typical Transaction 

The steps by which a typical ADR 
transaction is effected, and the charges 
involved, can be illustrated by a “pilot” 
case. It will also indicate how in many 
respects, the holder of an ADR is in a 
more favorable position than his fellow 
American who holds actual share certi- 
fication of the same foreign corpora- 
tion, An American desires to purchase 
shares of say the British Petroleum Com- 
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pany Limited, traded on the American 
Stock Exchange in the form of Ameri- 
can Depositary Receipts. This anony- 
mous “John Doe” is one of many that 
have placed similar orders, for British 
Petroleum has constantly been a market 
leader as to activity on that Exchange 
over many years: during the first ten 
months of 1958, 3,792,000 of its shares 
were traded and the stock was a leader 
in activity on 72 of the 213 trading 
days. Mr. Doe simply telephones his 
broker to buy one hundred Ordinary 
Shares on ihe American Stock Ex- 
change at $7-15/l6ths per Depositary 
Share. The deal is completed insofar as 
he is concerned and he will receive, 
within a few days, ithe American De- 
positary Receipt and the usual confirma- 
tion with commission charge of $15.94. 

Since Americans have consistently 
been buyers rather than sellers, at this 
point the specialized traders known as 
“Arbitrageurs” enter the picture. The 
New York broker cables his London of- 
fice or correspondent broker to pur- 
chase, on the London Stock Exchange, 
one hundred ordinary shares of British 
Petroleum Company. The transaction 
would be booked substantially as shown 
in the return advice from the London 
broker. (Exhibit B.) 

The London broker takes delivery of 





the English certificate on settlement date 
and delivers it to the London office of 
the bank or trust company serving as 
New York Depositary for such shares. 
(For further reference call it the De- 
positary Trust Company.) The London 
office or agent of Depositary Trust then 
cables them to issue to the New York 
broker an American Depositary Receipt 
representing ihe British Petroleum 
Shares. The fee of the Depositary, in 
this instance $3, is collected by Deposi- 
tary Trust from the New York broker. 
The whole transaction is completed in 
a period of several trading days, as 
against the London Stock Exchange 
practice of fortnightly settlements. The 
seller pays the New York State and 
federal Transfer Taxes accruing on ihe 
transaction, whereas in London the cor- 
responding British Stamp Duty (2% of 
market value) is absorbed by the buyer. 
The arbitrageur basically must take in- 
to consideration, at any given moment, 
the dollar price prevailing on ithe Ameri- 
can Stock Exchange with the sterling 
price on the London Stock Exchange 
and is faced not only with buying in 
London the Shares, but also acquiring 
sufficient Blocked Sterling to cover the 
purchase. 

The same basic ADR factors would 


obtain in similar transactions involving 
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Belgian, Dutch, French, German, Ital- 
ian or South African securities and the 
fact that the Depositary Shares may be 
traded on the New York Stock Ex- 
change, the American Stock Exchange 
or the Over-the-Counter market would 
not affect the mechanics or patterns. 


Growth Records — and 


The earnings of the companies now 
on the ADR list have in recent years 
grown considerably faster than those 
of similar U.S. corporations, the price- 
earnings ratios are generally a good 
deal lower and the yields markedly 
higher. While trustees will be hesitant 
to commit trust funds to such distant 
supervision, it is probable that many 
will be receiving inquiry and probably 
request for inclusion of such foreign 
securities under A.D.R.s in their cus- 
tomers’ investment agency or personal 
eecounts, and the correspondent rela- 
tionships with long-established banks 
make it feasible to obtain needed infor- 
mation and advice. 

As in this country, there are many 
well-established foreign corporations 
with assets distributed throughout the 
world which are rapidly expanding their 
facilities and markets. The management 
of these companies are coming io realize 
that the establishment of a broad and 
active A.D.R. market in the U.S.A. can 
be a vital and most effective pre-requisite 
to obtaining adequate capital for con- 
tinued growth and development. 

American investors already have a 
stake valued in the billions in foreign 
assets of U.S. oil, metal and rubber com- 
panies and scores of industrial concerns 
with foreign plants and properties. 

Nowhere in the world is capital se- 
cure from the threats of war, but in- 
vestment in the build-up of the Free 
World economies is probably the great- 
est safeguard to peace, and, judiciously 
placed with the extremely capable man- 
agements of many companies in the 
Common Market — and later the Free 
Trade Area countries — may well en- 
able Americans to participate in their 
inevitable industrial development. 


A A A 


@ A 13-minute color movie called “The 
Big Board” was released last month by 
the New York Stock Exchange. The 
film is designed to inform professional 
investment men — including those repre- 
senting banks, trusts, pension funds, in- 
surance companies and investment com- 
panies — about the special facilities 
available to them on the Exchange. It ex- 
plains procedures used in the handling of 
large blocks of securities bought and 
sold by institutional investors. 


TRUSTS AND ESTATES 





Y 


pro 
less 
met 
Hor 
wor 
ago 
hap 
mac 
duc 
eou 
the 
reat 
met 
pro 
wel; 
No. 
1 
an ] 
1/1 
ing 
all 
and 
and 
7 
dou 
bins 
and 
thre 
com 
hav 
look 
tion 
9 


SOO] 





wwe 





AAlumtuum -- “The Vewatile Metal 
THATS GETTING AROUND FAST 


Trusts AND Estates 15TH INVESTMENT SEMINAR 
St. Louis, Mo. — November 5, 1958 


Panel* interview with: 


Joun H. Krey, Vice President & Director 
WittiAm T. INGRAM, General Sales Manager 


REYNOLDS METALS COMPANY 


\" 7HEN A METAL WITH THE AMAZING 
“compatibility” and other unique 
properties of aluminum, commercially 
less than three generations old, meets 
metals known in days of antiquity — 
Homer refers to Steel being commonly 
worked by the Greeks over 3,000 years 
ago — surprising things are bound to 
happen. Production of AlsOs was first 
made commercially feasible by the re- 
duction processes invented  simultan- 
eously by Heroult of France and Hall of 
the United States in the 1880's. Yet al- 
ready it has surpassed all the older 
metals except Steel both in cubic feet 
production (though but a fraction of the 
weight) and in tonnage to become our 
No. 2 metal. 

The basic ore — bauxite — is truly 
an international resource covering about 
1/13th of the earth’s surface (in vary- 
ing grades) in many lands, and crosses 
all borders as its reduction to alumina 
and then aluminum pig requires huge 
and cheap power facilities. 

To achieve this mark, its use has been 
doubling each ten years, but the com- 
bination of huge new plant investment 
and expansion of capacity in the past 
three years and the more recent price 
competition and slowdown in demand 
have clouded the industry’s current out- 
look and earnings. The scheduled addi- 
tional capacity is 500,000 tons. The 
big question is not whether but how 
soon will demand catch up to absorb this 

well as the shutdown capacity esti- 
mated (June 1, 1958) at 600,000 tons. 
‘his is no small problem considering 
‘nat the installed total at that time was 

million tons annually. 

But the lead time between start of con- 
iruction and start-up of operations — 

vo to three years — gives a sizeable 
reathing-spell, the resumption of gen- 
ral business activity augurs especially 
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well for an industry that is making and 
conquering new markets. Plastics and 
stainless steel are, in some fields, gain- 
ing adherents from aluminum, but the 
many and multiple advantages and econ- 
omies of the light metal are gaining new 
and wider uses at an even faster rate. 
Even against the Strong Man of Metals 
— Steel — it is significant that the 
world production of aluminum in 1923 
amounted to only 140,000 tons against 
steel’s 85,000,000; in 1957 the figures 
were: 3,050,400 and 320,270,000 tons 
respectively. Comparable totals for the 
U. S. aluminum are (1923) — 58,000 
tons, 1957 — 1,648,000, or a 2841% in- 
crease. For steel: 1923 — 49,000,000 
tons, 1957 — 112,000,000, or an increase 
of 130%. 


Pots-and-Pans Origin 
Until the 1920s the price of aluminum 
— in dollars per pound — made it im- 
practical for use except in specialties, 
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Roadable oil derrick. 


and the first wide usage then came in 
kitchen utensils, taking advantage of its 
excellent properties of heat conductivity 
and freedom from toxic or discoloring 
effects. The great expansion in commer- 
cial and industrial applications, how- 
ever, came from the use of alloys which 


‘could impart the desired strength or 


combinations of properties such as duc- 
tility, elasticity, hardness, heat-resis- 
tance, compatability, etc., without loss 
of its own peculiar properties, chiefly 
lightness and conductivity. 

The workability of the metal, and 
its adaptability to heat-treatment, made 
it logical to put these characteristics to 
work in the entire gamut of extrusions, 
castings, stampings, rollings and other 
formings. Railway equipment as well as 
automobiles used an increasing variety 
of aluminum parts, but as most of these 
were “hidden” or internal, it was not 
until the Air Age that the metal gained 
universal recognition as a major “con- 
struction” material. Even so, only 90,000 
tons of it were used by the Allies in 
1918, but again the stimulus of War 
set the stage for the dramatic ,growth to 
follow. Today U. S. military uses ac- 
count for 8-10% of total consumption, 
with prospects for increase due to em- 
phasis on mobility in all branches. 

There is another factor of great im- 
portance that will be increasingly signi- 
ficant as labor costs continue their in- 
exorable rise: the labor cost component 
in production of primary aluminum is 
only one-fifth that of the average in the 
metal production industry and far lower 
than average for lumber and most plas- 
tics. 

While fabrication costs naturally have 
a wide variation, two factors are most 
favorable to aluminum. First, the ma- 
chineability, maneuverability and related 
qualities allow of economies all along 
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the line from shipment of the ingot to 
delivery to the ultimate consumers. Sec- 
ond, as more new uses have swung over 
from small-order or custom-make to vol- 
ume tonnage, the advantages of stand- 
ardization, better controls and mass-pro- 
duction techniques are being realized. 
It must be borne in mind that the neces- 
sary missionary and experimental work 
has been possible only since the price 
barrier was crossed only some forty 
years ago, making aluminum competi- 
tive with copper, lead, zinc and steel in 
volume usage. 


Industry Keynote — Confidence 


There seems no doubt in the minds of 
manufacturers generally, economists and 
businessmen, that aluminum faces a 
greatly expanding future. And obvious- 
ly the producers of aluminum themselves 
were most optimistic. In fact, it was the 
“timing” probably more than the extent 
of that optimism that brought the indus- 
try into its present contradictory and 
difficult position of vast expansion of 
capacity simultaneously with shut-downs 
of almost equal proportions. While this 
is substantially a result of the general 
decline in business in 1957 and ’58 from 
the new-era peaks, the competitive 
sharpening of cost pencils and sales ef- 
forts added to the earnings decline. The 
price unsettlement was further aggra- 
vated by the Russian cut-price exports, 
but so far the quantity visible and for- 
seeable from this source — “a flea in 
the forest” — is so minute a portion 
that it will probably be more of a tem- 
porary if recurring irritant than a deter- 
minant. The Free World, it is estimated, 
produces about 83% of present total, 
U. S. with some 45%, Canada 22%. 


After all, almost every industry (except 


Mr. Reynolds’ first plant — U. S. 


where weightiness is the main requisite) 
has expanding need for the qualities in- 
herent in aluminum and its alloys. The 
capacity expansion is not all “excess” — 
it allows more efficient operation. 

With a current demand rate for U. S. 
primary aluminum at 1.5 million tons, 
markets for an additional 1.1 million 
would have to be found to utilize all 
capacity operable within the next year. 
And there is the possibility of increased 
foreign competition for foreign mar- 
kets, though primarily for fabrication 
rather than ingot. This would discour- 
age a less healthy industrial youngster, 
until it is recalled that in the ten years 
since the “industry” started operating 
the large war-created facilities in 1946/7 
the production rose by 193% or an an- 
nual growth rate of over 10%. Further- 
more, independent projections of each 
of the Big Three producers agree that 
demand should total about 5,000,000 
tons by 1965, considerably outdistanc- 
ing the general economic gain. 
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Main lobby of new Reynolds Metals Company executive office building in Richmond 
shows glass and aluminum construction with magnolia tree and fountain in courtyard. 
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Foil Co. in 1919 at Louisville, Ky. 


Reception of the metal for new uses, 
even though entailing some new equip- 
ment and processes or adaptions, seems 
certain in big quantities and more and 
more in profitably big single orders or 
contracts. This is true not only because 
of the versatility of aluminum but also 
because of the price situation. During 
the past three to four years when prices 
of other metals were rising, that of alum- 
inum was rising only slightly, and this 
comparative advantage would appear 
capable of further enhancement due to 
the low labor-cost factor. This opens new 
doors and swings old doors wider. 


Although there were a number of 
small fabricating plants operating in the 
United States before 1941, it was only 
in that year that a real competitor to the 
sole primary producer — Aluminum 
Company of America — came into 
prominence. In 1946 lease and later pur- 
chase of government-sponsored war pro- 
duction facilities by Reynolds Metals 
Company and Kaiser Aluminum Com- 
pany launched the full-scale competitive 
civilian aluminum industry, with the 
great impetus given its use during the 
war in transport of all kinds as well 
as the beginnings made in building con- 
struction, electrical and chemical indus- 
try equipment and other non-defense 
applications. With the three additional 
companies since participating in primary 
aluminum production the plant capacity 
(June 1, 1958) breaks down as follows: 


Capacity 
Company Installed end °59 
(in tons) 

Alcoa 792,500 +1,000,000 
Reynolds 563,500 701,000 
Kaiser - 537,000 609,500 
Anaconda 60,000 60,000 
*Ormet 36,000 180,000 
Harvey __. 0 54,000 


*Jointly owned by Olin-Mathieson & Revere 
Copper. 

yAssuming resumption of full expansion »ro- 
gram. 
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Comparatively it is noted that Alum- 
inum Co. of Canada, Ltd. produced 557,- 
000 tons of primary aluminum in 757, 
but had produced 614,000 tons the pre- 
vious year, the largest tonnage of any 
company outside the United States. Also, 
it is interesting to note the 1957 totals 
of the chief producing nations in the 
free world, all of whom (except U. S. 


and Canada) showed some increase over 
"56% 


U.S.A. 1,647,700 
Canada 557,700 
France 176,200 
West Germany 169,500 
Italy 72,800 
Norway 105,200 
Japan 74,800 
Other Countries 246,500 


What is facing American metal pro- 
ducers, in varying degrees but in a basic 
way, is indicated by a statement made 
last August by President MacKenzie of 
American Smelting & Refining Co: “In 
this country we miners have largely 
priced ourselves out of being able to 
produce lead and zinc at competitive 
prices. We can’t have these annual wage 
increases, with pay two to four times 
what it is in foreign mines where ore 
grades are richer, and compete in a slow 
market. No reasonable tariff would en- 
able domestic mines to operate competi- 
tively either. Tariffs high enough for 
that would be inconsistent with recipro- 
cal trade — and throw our foreign 
friends into the laps of the Communists.” 
Thus any analysis of markets in this 
as in so many other fields — must 
more and more take account not only of 
foreign competition but also of the in- 
ternational political economy. 


The Reynolds Metals Company 

With the dual objectives of looking at 
the Aluminum industry’s prospects and 
seeing how these translate into company 
operations, the Seminar discussion then 
centered around Reynolds Metals Co., 
third largest primary producer in the 
world and a major fabricator of several 
key products. It is a very modern story 
of industrial growth, from its beginnings 
in 1919 when, as U. S. Foil Co., founder 
R. S. Reynolds started turning out tin 
and lead foil for cigarette packaging. 


Finding that aluminum possessed 
many advantages — thinner rolling and 
thus greater yield per pound at less net 
expense, better protective qualities, 


greater eye-appeal and, of course, light- 
ness — this foil material was introduced 
the Louisville plant in 1926. Two 
ars later manufacture of aluminum 
powders was begun to supply fabrica- 
‘crs of pyrotechnical materials and to 
tiarket aluminum paint. In the same 


\ 
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year Reynolds Metals Company was 
formed (U. S. Foil still owns about 50% 
of its 11 million outstanding common 
shares) to consolidate the several prod- 
uct lines then developed or in process, 
with sales of $20 million. 

The big step forward came in 1938 
as a result of Mr. Reynolds’ search for 
primary aluminum and his concurrent 
observation that Germany’s great in- 
crease in aluminum production was occa- 
sioned by their plans for a highly mobile 
war, in which aircraft would play a lead- 
ing part. Putting his chips on his belief 
that the nation faced essential and im- 
mediate need of more primary produc- 
tion for aircraft and other defense equip- 











ment, two years later he mortgaged all 
plants to borrow some $16 million for 
building of a reduction and alumina 
plant to process the ore and alumina in- 
to the metal. Within six months the 
Sheffield, Ala. plant poured its first pig 
and the company was “in production” 
— the first one in the States besides the 
original Aluminum Company of Amer- 
ica. 

‘Leading to the decision to enter pri- 
mary production was the finding that 
lower-grade ore than that then in use 
could be competitively produced. Inves- 
tigation showed that deposits in Jamaica, 
first thought to be uneconomic due to 
high iron content, could be adapted to 
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For sound investing 


Railroad Equipment 
Trust Certificates 


... Virtually tailor-made for pension funds, 
institutions, trusts and other conservative investors 


for whom tax exemption is of little importance. 


Equipments combine basic stability, dependable aver- 
age yield and a wide choice of serial maturities to pro- 
vide return of principal at selected dates. And in today’s 
market, desirable equipment trust certificates are avail- 
able with yields of 4% and more. 


Our helpful pamphlet—‘‘Railroad Equipment Trust 
Certificates’’— presents a thorough discussion of their 
history, protective features, maturities and other qual- 

.. - 3) ities as related to conservative investing. 
? Send for it without cost or obligation, 
and for our latest list of offerings 
includes several 


equipment issues. 


HALSEY, STUART & CO. INc. 


123 SOUTH LASALLE STREET, CHICAGO 90 « 35 WALL STREET, NEW YORK 5 


U4 


well- favored 





rc 








| AND OTHER PRINCIPAL CITIES 
al 
te 


TER LT HR BRT LAE TT ELLE TD ASTER VS IE SIRES SR ERIRR EE ET 





1135 





orthodox processes and the company 
now has four major sources of supply — 
enough to last some seventy-five years at 
present rates of use. 

The company’s major sources of ore 
supply — Jamaica and Haiti — are 1500 
miles from its reduction plants here, 
compared to about 2500 for competitors, 
and three ships are under charter with 
another in construction using automatic 
unloader requiring only twelve hours 
and giving fast turn-around time. The 
import of this, the company officials 
pointed out, derives from the fact that 


doubling in the next decade, offers a 
natural market expansion for aluminum, 
with foil making big inroads on glass 
and paper and standing to gain still more 
as the most adaptable container for ir- 
radiated foods. Nor do plastics pose a 
competitive threat in most phases of 
packaging, in the view of the Reynolds 
officials. The beer keg is one example of 
the almost universal application of alum- 
inum, with milk-bottle carriers also be- 
coming popular with the handlers be- 
cause of lightness, and giving protection 
to the products because of heat reflectiv- 

















Miniature farm showing varied uses of aluminum, featured in the traveling Farm Institute 





much more money is spent in transporta- 
tion than for power. 


Filling New Roles 


Taking up the war-time record, the 
company pioneered prefabrication of 
aircraft parts saving assembly time and 
scrap collection, by 1945 had sup- 
plied 30% of all such subcontracts, with 
almost a billion pounds of its aluminum 
having been used in planes, radio and 
radar and overseas packaging. The war 
over and general opinion being that 
civilian demand would take five years to 
match the capacity, Reynolds took a dif- 
ferent view, leased six government plants 
and in 1949 exercised the option to buy 
them: alumina plant (Ark.), reduction 
plants (Ark. and Ore.), sheet-rolling 
mill (Ill.), extrusion plants (Mich. & 
Ariz.). Then they had the job of devel- 
oping the markets, old and new. 

The packaging industry, with $12 to 
$15 billion a year sales and prospects of 
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ity. This may well be extended to soft- 
drink carriers and other hand-transport 
items. The latest venture is in displac- 
ing the “tin” can for motor oil, and 
Esso, following trial at one distributing 
plant is extending its use to a second. 
Price is still a factor, since return of the 
empties is a problem, but will doubtless 
become competitive as mass production 
cuts costs and meantime it has focused 
the eyes of the container users generally 
on the light metal. 


Bread and Butter 


A major start had been made in 1947 
when promotional effort was keyed to 
Reynolds Wrap, on the principle that the 
metal would best gain mass acceptance 
and markets if placed in the hands of 
customers — with the company brand- 
name stamped on the packages. Here 
again the eye-appeal, the protective, non- 
toxic qualities and “flavor-insulation” 
would open doors and set the stage for 


other consumer demands. The success 0: 
this program is evident from the use i 
millions of households of the familia: 
rolls of wrapping foil which, being cheap 
enough to be disposable, as well as sav- 
ing more than its cost in food preserva- 
tion — provides a ‘repeat’ business with 
a three-dimensional growth potential due 
to: more uses by present customers, in- 
troduction to present non-users, and ac- 
ceptance by the expanding population. 
Reynolds is the world’s largest maker of 
plain and printed foil. 

In another field the company pion- 
eered a market that is still far from sat- 
urated, that of Insulation. Since intro- 
duction of its laminated  foil-paper 
“Metallation” in 1934, this easy-to-install 
reflective insulation has enjoyed a solid 
and expanding market, finding favor 
with contractors and do-it-yourself home- 
owners and stands to benefit in increas- 
ing proportion as both home building 
and modernization progress. 

The first entry into the “heavy-duty” 
line came in 1938 when the rolling of 
sheet was begun at Louisville and in the 
period of only twenty years has become 
a major contributor to company sales 
with end uses ranging from food con- 
tainers and shelving to entire trailer bod- 
ies and airplane frames. Fabrication of 
rod, bar and structural shapes was 
started in 1940 and further opened the 
way to a variety of end uses that are 
found in practically every trade and 
abode. These and later developments 
give to the aluminum producer a “di- 
versification” of the highest order and 
one which is literally “tailor-made” to 
the mobility and modes of modern life. 

It is this very diversity of end prod- 
ucts and applications that has necessi- 
tated formulation of a company policy 
as to fabrication and relationship with 
customers for the metal itself. Since the 
prerequisite to expanding usage was to 
gain wider acceptability in the trade for 
a “new” raw material and to overcome 
natural resistance to change from fami- 
liar and proven materials and_tech- 
niques, Reynolds history is replete with 
examples of new product development 
and fabrication and one of the most re- 
markable characteristics of the company 
is the emphasis put on product explora- 
tion and market development. 


Pioneering Pays Off 


To prove its claims in one application 
after another, the company has contin- 
ually entered new fabricating fields w ith 
pilot-plant type of operation encour1g- 
ing others to carry on the specializat'on 
by engineering and market aid and by 
withdrawal from competition once ‘he 
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market and the “sub-contractor” was es- 
tablished. Partly to maintain its exten- 
sive laboratory and experimental work 
and partly to provide a bread-and-butter 
line of higher-profit operations, Rey- 
nolds Metals has, however, held onto the 
manufacture of certain products — such 
as storm doors and windows, insulation 
and wrapping foil which can be formed 
by simple or mass-production opera- 
tions. In the case of doors and windows 
there was the further aim of assuring a 
nation-wide coverage in place of the 
existing local and incomplete marketing 
facilities. By the same token the com- 
pany fabricates aluminum into “yarn,” 
color-anodizes and porcelainizes sheet 
and produces extrusions for architec- 
tural and appliance conversion, for air- 
plane skins, trailer floors, etc. 

Steel is, of course, the major competi- 
tor with aluminum, having gained ad- 
herents and markets since the Iron Age 
and recruiting new ones through devel- 
opments such as stainless steel and new 
alloys. But while steel is in increasing 
demand aluminum has replaced it in 
part or whole in an ever larger number 
of applications. 

Magnesium, Mr. Krey stated, is not 
a serious competitor. Plastics, however, 
have admittedly made inroads on alum- 
inum as on other metals, on wood and 
glass, and only serves to prove that no 
material is entrenched but must rely on 
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ingenuity and marketsmanship (as well 
as reasonable cost) to achieve its share 
of even an expanding market. With this 
in mind Reynolds gives high priority to 
its long-range planning department, one 
of whose jobs is to keep informed on 
the prospects of plastics and other com- 
petitive materials, although the company 
has no present plans for entering other 
metal or other raw material fields. One 
reason for this is the fact that its own po- 
tentialities are very far from the satura- 
tion point and as technology in other in- 
dustries advances it brings often unex- 
pected opportunities for aluminum, an 
example of which would be the missile 
field which, though using less poundage 
of’ the metal percentagewise, is calling 
for more lightness and other properties 
available in aluminum in internal equip- 
ment. 


If it has to be moved, either by trans- 
port or as a moving part, the lightness 
of aluminum (about one-third that of 
steel) makes it eligible for top consid- 
eration, around the home or building, 
on the land or in the air, and now in 
many turning parts of machinery. From 
velocipedes to tank, refrigerator and 
other freight cars and ship superstruc- 
tures, for civilian or defense uses, this 
metal gains new converts daily and the 
prospects of vast air-borne commerce 
add another dimension for both carrier 
and container. 


If it must be immune or super-resis- 
tant to corrosion by air or chemical 
fumes or liquids, to insect or mineral 
attack, aluminum’s self-protective sur- 
face oxide formation gives it advantages 
in paint and other protective coatings 
for buildings, bridges, pipelines, chemi- 
cal and metallurgical processes. And in 
addition to its affinity to paint or enamel 
and ease of coloring by anodyzing, its 
natural surface requires little or no 
maintenance — a major concern in these 
days of high labor costs for upkeep or 
replacement, whether in non-warping 
window frames, store and building ex- 
teriors and trim or in road lighting 
standards, barn and factory roofs and 
sides and more recently in air-condition- 
ing ducts and acoustic ceilings. 


The building industry offers a tre- 
mendous demand prospect not only in 
accord with overall new starts but be- 
cause many architectural trends favor 
light, strong supports and decorative 
motifs that colored or natural aluminum 
can provide, for office and plant as well 
as home and school. Competition be- 
tween new buildings will intensify inter- 
est in aluminum’s structural and decora- 
tive versatility and for insulating and 
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are invited to 
send for a copy of 


“PLANNED 
INVESTMENT 

FOR BANK TRUST 
DEPARTMENTS” 


The complex task of administering trust 
funds is one that takes an increasing 
amount of your time and effort. As a 
bank trust officer you are well aware 
of this, and you know that one of the 
most important of your problems is the 
management of the securities portfolio 
itself. 


Knowledgeable as you may be about 
investments, haven’t you often felt it 
would be very helpful to have a group 
of competent outside advisors regularly 
available? Haven't you wished that the 
investments of each of your trusts could 
have the advantages of professional ad- 
visors who would be available to you 
at all times? 


The specialists in the Planned Invest- 
ment Department at Smith, Barney & 
Co. are ready to give you this kind of 
help. 


The plan under which we would work 
with and for you would be specially 
set up to meet the needs of your bank 
and the individual trusts. 


If you would like to know more 
about our investment services and how 
they can help you and your clients, send 
for a copy of our brochure, “Planned In- 
vestment for Bank Trust Departments.” 


Smith, Barney & Co. 


Members New York Stock Exchange 
and other leading exchanges 


20 Broad Street, New York 5, N. Y. 
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air-conditioning purposes, since buyers 
will demand these features. 

Savings in time and labor, whether to 
erect urgently needed schools or to get 
rental properties into quicker productiv- 
ity, are possible by the ease of applica- 
tion and handling of a light metal. Alum- 
inum or aluminum-and-glass “skins” or 
curtain-walls and wall panels are, along 
with stainless steel, changing the looks 
of our commercial and industrial cen- 
ters and paying off in erection and main- 
tenance cost reductions and in more use- 
able floor space. 


Expanding Home Markets 

As Mr. Ingram of Reynolds summar- 
ized, ten years ago aluminum as a major 
architectural material was only a hope, 
today building is its greatest potential 
all over the world because of satisfac- 
tory experience of builders and buyers 
or tenants. Urban redevelopment pro- 
grams will play a large role, but residen- 
tial properties — the “House of Ease” 
— are expected to account for even 
grater demand. The average modern 
house today has about 40 pounds of 
aluminum, and the possibilities can be 
seen by comparison with the forthcom- 
ing “Viking” model of prefabricated 
house being placed on the market by 
National Homes with 3,000 pounds of 
aluminum per unit. Eighty of the 91 


houses sold in the first month since this 
was announced were the Viking models. 
Again it was pointed out that it takes 
time to familiarize and “sell” architects 
and builders on the possibilities of a new 
material, complicated by the time re- 
quired to change old building codes, but 
the trend is accelerating. 


An interesting side remark was made 
that, though the extrusion phase of the 
industry was so competitive the com- 
pany, on occasion, could buy outside 
more cheaply, fuller use of existing fa- 
cilities and of the architectural sales 
force made it feasible to extrude stand- 
ard or volume building materials to 
“chew up” ingot and telescope produc- 
tion costs, particularly as fabrication to 
this degree gave better control of prices 
and a recapturable “value added by 
manufacture.” The parallel was cited of 
carton manufacture by paper pulp mills. 


Transportation offers obvious oppor- 
tunities for this metal, whether on land, 
sea or air, but several breakthroughs 
have been accomplished sooner than ex- 
pected, at the “on stream” stage. The 
highway program is generating a big 
demand for fencing and guard rails and 
it has been found that while the first 
cost of aluminum is higher than steel, 
the difference evens up with the first 
painting of the steel (sometimes with 
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aluminum paint). Experiments in bridge 
construction have required engineering 
and design review from the ground up 
and furnish another example of the 
company’s “laboratory” approach to fu- 
ture markets. By contrast, the fabrica- 
tion of parking wheels for freight trail- 
ers had a proven market for a product 
easily converted by stamping from the 
company’s sheet-rollings. 


Light — and Strong 


So much emphasis has been put on 
the lightness factor, and the public has 
been so accustomed to think of alum- 
inum as a pots-and-pans commodity, 
that its strengths and resistances have 
often been overlooked. In some grades 
and alloys structural or load strength is 
greater than that of structural steel. One 
need only think of the tremendous stress- 
es and strains to which aircraft — mili- 
tary and civilian — are subjected. Here. 
surely, is the number one material, in- 
side and out, and the era of the jet-liner 
with the forecasts of great increases in 
air passenger-miles constitutes a solid 
foundation for the industry's growth. 

Truck and bus operators benefit from 
aluminum use in chassis, seats, floors. 
wheels, fans and siding in allowing 
bigger payloads, reducing deadweight 
gas consumption and saving on painting. 
House trailers, too, are a not inconsider- 
able item and about as aluminized as a 
house can be. But possibly the biggest 
market of all is in the private automo- 
bile field, which is predicted to put near- 
ly 2 million more cars a year on the 
highways, and which itself is adding 
more aluminum in more places. Current 
U. S. models use an average of over 60 
lbs. per car, but European cars already 
use substantially more and recent ex- 
periments indicate that this metal can be 
competitive in cost with iron, and equal 
or better in performance, for the entire 
engine block. 

An automotive power plant can be 
supplied by an aluminum engine weigh- 
ing about one-third of the conventional 
grey iron. A glance at new autos shows 
many other uses: instrument panels. 
wheels, trims and grilles, panels and 
door frames. Undercover parts include 
pistons, battery cables, automatic trans- 
missions and now brakes for heat dis- 
sipation quality. The small-car trend and 
customer demand for economy of orig- 
inal and running costs not only favors 
aluminum, with its savings in tooling, 
machining, material handling and ship- 
ping, but also in forcing open the door 
to the use of new dies and equipment 
which use of a new metal requires. 


(Continued on page 1161) 
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GROWTH STOCKS FOR 1959 
ARTHUR J. O'HARA 


Vice President, The Northern Trust Company, Chicago 


oW THAT THE Dow-Jones INDUs- 
N trial Average is above 543, I real- 
ize that I am treading on ground new 
to me, and it is with great humility 
that I embark on the project of select- 
ing a few common stocks that will prove 
to be growth stocks in 1959. This im- 
plies that I am confident that stock 
prices will continue to rise during the 
entire year 1959 as a result of in- 
creased earnings that will be achieved 
by most corporations. 

After consideration of many, I have 
selected eight industries and certain 
companies whose common stocks I con- 
sider suitable for trust investment and 
with promising prospects for growth. 
The industries include aluminum, chem- 
ical, drugs, electronics, fiberglas, insur- 
ance, paper and petroleum. There are 
other desirable ones but I present these 
selections to give you the opportunity to 
agree or to substitute alternative prefer- 
ences. 

After reviewing many companies in 
these industries, I have selected the fol- 
lowing stocks that appear to have 
promising prospects: 


Company 


Aluminium Ltd. 


ie LEY EL ERD 


Dow Chemical 
Eastman Kodak 
Union Carbide 


Bebo Labs 


Minneapolis-Honeywell _ 
Motorola, Inc. 


Owens-Corning Fiberglas —_ 


Continental Assurance ; 
Continente] Casualty —..._..... 
Hartford Fire Insurance 


Crown Zellerbach - 
International Paper - 


OS gE ES SS Nee eae ee 
Texas Co. seat 

*Also dividends in stock. 

Year ended May 31, 1958. 


In the above tabulation I have not 
shown the estimated figures for 1958. 
Many of the companies will report lower 
earnings in 1958. The dividend rate on 
Aluminum Co, has been reduced to 70 


*At Mid-Continent Trust Conference. 
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cents but the others will probably pay 
the same as in 1957. 

In my opinion these companies en- 
joy excellent management; they have 
achieved excellent earnings over a rea- 
sonably long period of years; they have 
financed their growing financial require- 
ments with a liberal amount of retained 
earnings; and their financial condition 
is strong. Admittedly, some have experi- 
enced a decline in earnings during the 
current recession but I am confident 
that it will not be long until they are 
reporting new all-time high net incomes. 

There is a common criticism today 
that there is over-concentration of buy- 
ing on the part of institutions, endow- 
ment funds, pension funds and others in 
a select list of common stocks, commonly 
referred to as blue-chips. This may in- 
volve the common stocks of about 200 
companies. As a result the common 
stocks of many of these companies are 
selling at very high prices relative to 
current per-share earnings. There are a 
number of common stocks that do not 
yet enjoy this general acceptance but 
appear to have promising prospects for 





Range Market °57 Per Share 
(1/1/56) (10/31/58) Earn. Div. 
26-53 ao $ 1.37 $0.90 
60-133 87 3 SS 1.20 
49-&3 70 1.787 1.20 
76-131 128 5.09 2.65* 
84-133 116 4.45 3.60 
37-69 66 3.30 1.99 
58-13] 96 3.07 Tay fs 
36-54 54 4.04 1.50 
35-91 33 1.36 0.80 
77-183 159 4.65 1.20 
€0-112 105 3:03 1.40 
117-176 175 ‘aan 3.00 
43-70 54 2.66 1.80 
82-144 117 6.17 3.00* 
84-152 122 11.38 2.50* 
53-83 80 5.94 25" 





growth such as: R. R. Donnelley & Sons 
Co., Kaiser Aluminum and Chemical 
Corp., Stauffer Chemical Co., Sunbeam 
Corp., Trane Co., and U. S. Life In- 
surance Co. There are others, and our 
assignment is to discover them through 





research and to have the courage of our 
convictions by purchasing them when 
we may not have many others who agree 
with us. 

High grade corporate bonds are sell- 
ing at prices to yield 4.50% to 4.75% 
and it must be admitted that such yields 
are attractive to individuals and funds 
interested in current income. Many of 
the growth stocks that I have selected 
produce a return of 1.7% to 3.1% on 
current dividends. I am confident that 
over a period of years these companies 
will achieve earnings growth to justify 
current prices. 


CONSTRUCTION 


ROLAND C. BEHRENS 
Senior Vice President, 
St. Louis Union Trust Co. 


; pen LABOR OVERTONES OF THE ELEC- 
tion call for reappraisal of the eco- 
nomic picture. Congress will convene 
in January when its spending temper 
will be evidenced. Construction of new 
homes is an activity dear to the poli- 
tician and there is no visible sign of 
any change in emphasis in this area, 
unless the Executive branch can muster 
unexpected support for greater econ- 
omy. 

The outlook for private residential 
starts in 1959, consequently, seems to 
favor a slight increase over the present 
year. On the industrial front the re- 
verse is indicated, with probably little, 
if any, change from the 1958 level of 
approximately $31 billion for new plant 
and equipment, although increased de- 
fense expenditures will probably be 
needed. In the public works sector, the 
constantly swelling demand for sanitary 
and water facilities to serve a growing 
population indicate a rise of about 8% 
above 1958 totals. 

In the last connection, first election 
returns show that about 80% of the 
$2.3 billion of new public bonds sub- 
mitted to the electorate this November 
were passed. This spells a substantial 
volume of construction, with its quota 
of materials, services and machinery, 
although there is usually a time lag 
either in actual sale of the bonds or 
preparation of the plans after financing 
is assured. 

The constantly rising level of costs, 
especially noticed in construction pro- 
jects due to direct labor costs as well 
as in materials, has motivated sending 
some of our bank staff to study cordi- 
tions in Europe and Japan. For ¢x- 
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ample, cheaper labor and low ocean 
freight permit barbed wire from Dussel- 
dorf to be laid down in St. Louis more 
cheaply than it can be purchased from 
United States mills. Consequently, con- 
tinuing emphasis upon labor-saving ma- 
chinery and equipment will be in order. 


PETROLEUM 
WILLIAM PAGENSTECHER 


Vice President, Boatmen’s 
National Bank of St. Louis 


HE OVER-BURDENED PETROLEUM IN- 
5 patie situation after the solution 
of the Suez Canal episode has material- 
ly improved in recent months. Total in- 
ventories on September 30 were 5% 
lower than on the same date in 1957. 
Distillates, which include house heating 
fuels, are well balanced. Crude oil sup- 
plies are 12% lower than a year ago, 
the lowest in eight years. This section 
of the petroleum inventory may need 
an increase if the over-all business pic- 
ture improves, and if 1959 demand pro- 
jections materialize. Gasoline inven- 
tories, 2% below the September 30, 
1957 figure at the end of September 
1958, are estimated at the end of Octo- 
ber 6% below a year ago. Industrial 
fuel stocks continue high and, as is so 
often the case, are particularly burden- 
some on the West Coast. 

Prices for principal refined products 
now average 10% below a year ago. 
The improvement in the spread between 
crude and average wholesale prices of 
refined products was illustrated as fol- 
lows: 


per barrel 
1957 High (February) —... $1.19 
1957 Average for the Year. 1.08 


January 1968 ____§___...... .89 
April 1958 

(Low for the Year) - .66 
September 1958 _. .84 


Subject to this winter not being un- 
usually severe, present prospects for 
firmer prices are favorable. 

Post-war domestic petroleum demand 
has shown an average yearly increase of 
6‘. That increase is estimated between 
1‘, and 2% for 1958. Free world de- 
mand (excluding the United States) 
showed an average yearly increase of 
11'% in the post-war years, and is esti- 
meted at 10% for 1958. Future demand 
gains are estimated at 4% for the 
United States in 1959, and at an aver- 
ase of 3% in later years. Free world 
demand (excluding the United States) 
is estimated at 6% to 7% for 1959 and 
la‘er years. The lower free world figures 
re'lect the widening of the demand base. 


= 
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The last quarter of 1958 should be 
the best of the year for earnings. For 
the full year 1958 earnings of the in- 
ternational companies and the domestic 
crude producers are estimated at 20% 
below 1957. For domestic integrated 
companies, the drop will be between 
25% and 30%. 

For 1959 we are estimating an over- 
all earnings gain of 10% or more — 
based on moderate price strengthening, 
higher demand, and higher refining 
margins. 

The cost of finding oil in the United 
States has increased substantially in 
post-war years. Various basic figures 
are available, and so there may be some 


dispute with the ones used. Taking dis- 
covery and development cost per bar- 
rel of Mid-Continent crude at 79c in 
1947 and at $1.92 in 1957, the increase 
is 143%. Actually, there are figures of 
only $1.60 per barrel of cost for 1957, 
but I don’t see that they are any more 
accurate than the ones I used. In the 
10-year period since 1948, crude prices 
have gone up only 20%. The principal 
point is that the price of crude has no- 
where near kept pace with the cost of 
discovering and developing it. 

The international oils continue to be 
more attractive than the domestic com- 
panies because of greater demand pro- 
jection, wider diversification of crude 
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resources, and because finding oil in 
foreign countries is still much less costly 
than in the United States. International 
companies can be bought on their West- 
ern Hemisphere earnings alone, on a 
basis that is very favorable when com- 
pared with purely domestic companies. 
Therefore, the value of their Eastern 
Hemisphere earnings is virtually avail- 
able for free. 


Internationals: 
Texas Co. — available at about 19 
times 1957 Western Hemisphere 


earnings 
Gulf Oil — available at 18 times 1957 
Western Hemisphere ¢arnings 
Standard Oil of New Jersey — avail- 
able at 18.5 times 1957 Western 
Hemisphere earnings 


Domestics: 


Continental Oil — available at about 
19 times 1957 earnings 


STEEL 
ALBERT W. WINTER 


Trust Officer, Mercantile Trust Co., St. Louis 


N THE LAST DECADE, THE ATTITUDE 
| of institutional investors toward the 
common stocks of steel companies has 
changed significantly. Although the in- 
dustry has been one of the largest and 
most basic, its “feast or famine” repu- 








At Second Session of the 
Mid-Continent Trust 
Conference (left to 
right): Ross M. Trump, 
dean, School of Business 
and Business Administra- 
tion, Washington Uni- 
versity, St. Louis; Arthur 
J. O'Hara, vice president, 
The Northern Trust Com- 
pany, Chicago; and Hugh 
M. F. Lewis, president, 
Corporate Fiduciaries As- 

sociation of St. Louis. 





tation caused it to be largely ignored by 
fiduciary investors for many years. Al- 
though there is no way to demonstrate 
it conclusively, there appears to be an 
increasing interest in the industry by 
fiduciaries, especially since 1950. 

One possible measure is the use of 
of steel equities in Common _ Trust 
Funds. Compilations by Trusts anp Es- 
TATES on equities in Common Trust 
Funds, indicates that in 1950, the first 
year for which figures were available, 
73 funds contained 48 separate hold- 
ings of stocks of 6 steel companies. In 
1954, 199 funds contained 16 separate 
holdings of stocks of 9 steel companies. 
Since 1954, steel equity holdings have 
increased so that by 1957 there were 275 
holdings of 9 steel companies in 230 
Funds. 
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Steel equities have rarely been in- 


cluded in the Common Trust Fund 
“Favorite Fifty.” Last year, however, the 
5 new companies which made the list 
included 3 steel names. The use of U. S. 
Steel, by far the largest company in the 
industry, is even more striking. In 1950, 
only 2 of 73 Funds held this stock; in 
1957, it was held in 72 of the 230 Com- 
mon Stock Holding Funds. 


A comparison of steel production and 
the F.R.B. Index of industrial produc- 
tion shows a fairly close relationship. 
Probably more responsible for its “feast 
and famine” reputation is the price 
structure prior to World War II. Any 
substantial decline in production brought 
price cutting with profits adversely af- 
fected by both reduced operations and 
lower prices. In contrast, in recent years 
the industry has exhibited remarkable 
price stability and in both 1954 and 
1958, periods of low operating levels, 
prices were actually increased to offset 
higher wage costs. 


Another significant development has 
been the rising importance of steel in 
the consumer durable goods sector 
where demand probably fluctuates less 
than in the capital goods industries. In 
1920-30, 65-70% of steel production 
represented heavy mill products. In 
1930-34, years of low capital goods ac- 
tivity, sheet and strip steel, the so-called 
light steels, represented only 33% of all 
hot rolled steel produced. Since that 
time, there have been substantial in- 
creases in production of sheet and strip 
and in 1957 light steels represented ap- 
proximately 55% of total production. 


Another very important factor has 
been the tremendous sums spent to im- 
prove efficiency and expand capacity. 
Since World War II, the industry has 
spent almost $11 billion on moderniza- 
tion and expansion, more than any other 
industry. This represents more than 4 
doubling of capital investment. Capacity 
has risen from 92 million ingot tons in 
1946 to 141 million tons in 1958 and 
will increase next year to 147 million 
tons. Improved efficiency plus an ag- 
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gressive pricing policy has resulted in 
substantial improvement over the past 
10 years in net income as per cent of 
net worth while on an overall basis in- 
dustry has experienced a substantial de- 
cline. 

With so much emphasis on inflation 
it might be of interest to see how an 
investor in steel would have fared in 
relation to the cost of living. In 1939, 
the consumer price index was 59 against 
123 at present, an increase of over 
100%. Standard & Poor’s index of steel 
stocks, in comparison, was approxi- 
mately 12 in 1939 and 82 at the end 
of October or more than a 61% fold in- 
crease. This compares to a 4.6 times 
increase in Standard & Poor’s 425 
stock index which was approximately 
12 in 1939 and 55 at the end of Octo- 
ber. 

In the current year, we have seen pro- 
duction fall steadily during the first 
four months to under 50% of capacity. 
Beginning in May, a modest improve- 
ment set in which gained momentum 
during the summer to the present rate 
of approximately 75%. No substantial 
change is expected in the final two 
months of 1958. 

Total production this year is ex- 
pected to be 85 million tons compared 
to 112.7 million tons in 1957. While 
reduced demand has been observed 
across the board, the areas of greatest 
weakness have been the automobile, rail- 
road and oil and gas industries. There 
has also been very substantial inventory 
liquidation, indicating that actual con- 
sumption has been appreciably greater 
than the 85 million ton level. It should 
be noted, however, that there has pos- 
sibly been some slight accumulation of 
inventory at the producer level begin- 
ning in June largely in anticipation of 
an increase in demand by the automo- 
bile industry in the second half. 

The surprises have been the ability 
of leading companies to remain in the 
black in the early part of the year and 
the sharp rebound in earnings once 
operating rates began to improve. 

In 1959, the two biggest questions will 
be how well will automobiles sell, and 
what will be the outcome of labor con- 
tract negotiations. Questions as to the 
latter include the possibility of a strike 
and its duration; the terms of the con- 
tract agreed upon, having in mind that 
negotiations will be against a_back- 
ground of a 6 month period of good 
earnings in contrast to the automobile 
iegotiations recently concluded; and 
finally the ability of the industry to in- 
crease prices. 

Eliminating unusual factors, such as 
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a very prolonged strike or an interna- 
tional crisis, production could rebound 
to the 100-105 million ton range and 
might go as high as 110 million tons 
next year. It should be kept in mind, 
however, that even 110 million tons 
would be less than 1955, 1956 or 1957 
and would represent an operating rate 
of approximately 75%. Earnings for the 
first half of 1959 should be very good. 
Although fiduciaries have shown an 
increasing interest in steel equities, | 
believe the surprising earnings perfor- 
mance during this year of low operating 
levels justifies an even greater future 
use of leading stocks in the industry. 


MOTORS 
WAYNE BENNETT 


Vice President, Continental Illinois 
National Bank & Trust Co., Chicago 


HE IMPORTANCE OF THE MOTOR IN- 

dustry to the overall economy is re- 
flected in the fact that automobiles, 
trucks and parts account for only 4.8% 
of the FRB Index but come to more than 
10% of the total of 45.17% represented 
by the durable goods industry in the 
same index. It likewise is an important 
customer of the steel, glass and rubber 
industries. In 1955, when slightly over 


7.9 million cars were produced, sales of 
15 motor car and equipment companies 
totalled $18.8 billion, some 27% of 
total dollar sales of 200 manufacturing 
companies and over 40% of total sales 
of 106 companies in the durable goods 
sector. Profits of the 15 companies be- 
fore taxes were above $3 billion, or 
29% of like profits for the 200 com- 
panies and 44% of the 106 durable 
goods group. Their importance as a tax 
source is indicated by total payments 
by General Motors, Ford and Chrysler 
of over $2 billion in income taxes in 
1955, only $1.1 billion in 1957 and, 
in the first half of 1958, a mere $265 
million. 

Dealers are going into the new model 
year in good inventory position, with 
1958 carryover reported by Ward’s Au- 
tomotive Reports on October 10th at 
only 200,000 units, about half that of 
recent years. Because of local juris- 
dictional strikes, 1959 production has 
been delayed and deliveries have been 
inadequate to meet initial demand. The 
1959 outlook will depend on disposable 
income and personal consumption ex- 
penditures which in turn will be influ- 
enced by the level of employment and 
the state of consumer confidence in the 
business picture. 

More than 56 million passenger cars 
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were registered at the end of 1957 vs. 
some 52 million in 1955. Cars scrapped 
also influence demand and in 1956 it is 
estimated by the AAA that over 4 mil- 
lion, or 69% of new cars sold, met that 
fate. 

The motor buying binge in 1955 
boosted the total of outstanding auto- 
mobile paper by about 37% in a twelve 
month period to nearly $13.5 billion. 
The peak was reached in October 1957 
at almost $15.6 billion which then de- 
clined by $900 million by the end of 
July 1958. Will there be another spurt of 
buying as there was in 1955? 

Although early reception of the new 
models was good, there seems to be 
some inclination to await developments 
after the turn of the year. The possi- 
bility of a. steel strike in June also 
looms. Nevertheless, the new model year 
should be better than the approximately 
4.2 million just registered and my guess 
is that the final count may be in the 
neighborhood of 5.5 million which 
would be nearly 40% better than the 
season just concluded. Professor Hans 
Brems of the University of Illinois be- 
lieves that sales could top 7 million but 
such a figure seems to me unrealistic. 


QUESTION PERIOD 


After the industry summaries, the 





panel members made the following com- 
ments in response to questions from the 
audience: 


e Discretion would dictate investment 
of a new $100,000 fund now, approxi- 
mately 25% in stocks, 50% in stag- 
gered bond maturities and 25% in 
short governments 


e Stocks of companies in the construc- 
tion material and allied lines seem 
in the high range now but the follow- 
ing would be desirable when and if 
available in your buying range: Na- 
tional Gypsum, U. S. Gypsum, Sher- 
win-Williams, Ingersoll-Rand, Cater- 
pillar, Ideal Cement, Lone Star Ce- 
ment and Libby Owens Ford 


e The small car market hardly seems 
large enough for more than one 
manufacturer but it may expand. For- 
eign sport and small cars are here to 
stay and often serve as second car 
in family 

e Steel stocks at present P/E ratios 
seem high 


e A trustee not presently holding stocks 
in the 25-50% range, barring special 
circumstances would appear to be 
under the necessity of proving his case 
for not doing so under the Prudent 


Man Rule. 
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e Use of growth stocks depends upon 
individual circumstances of each ac- 
count 

e Growth of aluminum depends upon 
research in new applications and 
some of its expansion will be at the 
expense of copper 

e Banks in rapidly expanding areas, de- 
pending upon management and type 
of operation, have done well in re- 
cent years and offer excellent invest- 
ment opportunities 

e There is, at present stock prices, a 
growing inclination on the part of 
pension funds to slow down in pur- 
chasing equities in favor of the 4.5- 
5% return now obtainable on 


bonds. 


good 


A A A 


Investment Media in 
National Capital 


Generally regarded solely as the seat 
of our national government, the District 
of Columbia nevertheless offers many 
opportunities for investment in local 
situations, according to a recent speech 
before the Fiduciary Section of the Dis- 
trict of Columbia Bankers Association 
by Ralph S. Richard, partner of the 
Washington investment firm of John- 
ston, Lemon & Co. 

At first glance, the area would seem 
limited in scope by the preponderance 
of service organizations and small manu- 
facturing companies. There are, how- 
ever, such media available as local banks 
and utilities, as well as several depart- 
ment stores and insurance companies. 
Other possibilities exist in drug and 
restaurant chains, a chemical producer, 
finance companies, real estate ventures 
or two locally-sponsored mutual invest- 
ment companies. 


A A A 


Is There A Hypnotist 
in the House? 

When Kroger Co. bought a 44-store 
Texas chain recently they found that the 
new acquisition — Wyatt Food Stores 
— had previously bought Evans Food 
Marts, Inc., but had never received the 
certificate for 50% of its stock which 
president Jack Evans had mislaid. Wyatt 
was willing to let the matter ride, but 
Kroger’s lawyers insisted on either the 
certificate or a bond that would have 
cost some $3,500. 

Evans met hypnotist Franz Polgar at 
an entertainment and enlisted his heip. 
Under a trance, Evans gave an exact ¢e- 
scription of the certificate’s location — 
placed with his will in a sealed envelope 
in a safe deposit box in a Dallas bank. 
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INVESTMENT COMPANY NOTES 


By HENRY ANSBACHER LONG 


Unique Contractual Plan Organized 


With the interest in contractual plans 
for the accumulation of established mu- 
iuals steadily increasing, the marked de- 
parture from the usual established pat- 
tern by the sponsors of the Washington 
Mutual Investors Fund is particularly 
significant. In essence the essential dif- 
ference is that under the new plan pay- 
ments will be extended only over a five 
year period as contrasted with the for- 
mer average ten year time for accumu- 
lation. Additionally, almost 80% of such 
plan’s first year’s payments will remain 
for investment after deduction of costs 
as contrasted with a former amount ap- 
proximating 50%. The new plan differs 
in still another respect, the overall five 
year cost for purchasing shares of the 
fund under the plan being less than if 
the investment had been made directly 
in the same amounts over a similar 
period of time. The fund reasons that 
since under the plan the investor in ef- 
fect prepays a large portion of the sales 
charge that otherwise would be spaced 
evenly over the five year period, he is 
entitled to a discount. 


The minimum monthly payment unit 
is $20 which is geared to the $1,200 
plan. The initial payment is three $20 
units, however, so that the plans actually 
extend over a 58 month period. The 
monthly payment increases by $10 steps 
to the $100 level and at greater intervals 
for plans accumulating more than 
$6,000. On this size plan, all charges 
equal 7.589 of total payments. Plan 
completion insurance is available simi- 
lar to that offered with most contrac- 
tuals, the additional cost deductible cur- 
rently at the rate of $.60 per month per 
$1.000 of remaining plan payments. 
Plans actually may remain in existence 
for 15 years since, after the initial five 
years, accumulated shares may be left 
with the custodian another ten for rein- 
vestment of dividends in additional 
stock. A withdrawal option is also avail- 
able for planholders with at least $10.- 
000 value in accumulated shares which 
permits payments in either specified dol- 
lar or share amounts at monthly or less 
frequent intervals. 


(he officers of the plan company are 
partners of Johnston, Lemon and Co. 
© Washington and correspond with the 
oficers of the Washington Mutual In- 
\-stors Fund which is being sold through 
tne new setup. With assets over $14 mil- 
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lion this stock fund’s investments are re- 
stricted to those on the District of Co- 
lumbia legal list. The national distribu- 
tor will be American Plan Distributors 
currently also principal underwriter of 
the Washington mutual as well as of the 
Lovelace group of funds in California. 
Why the innovations of the Washing- 
ton plan? Both the sponsor and distribu- 
tor had concluded that a five year period 
was the optimum time people could plan 
ahead for a rigid mandatory schedule 
of payments in connection with an in- 
vestment plan — that a longer period 
required too much perspective. Their 
conclusions were based in part on fa- 
miliarity with the lapse experience of 
voluntary plans for the accumulation of 
fund shares. At the same time they 
sensed that many regular securities deal- 
ers wished to sell a contractual plan in- 
corporating the features of their new 
product. Currently most contractuals are 
distributed solely through large selling 
organizations specializing in retailing 
one or a few particular fund packages. 


New Variable Annuity 
Company Planned 

A registration statement has been filed 
with the S.E.C. for a proposed sale of 
214 million shares of stock at $3 per 
share by the Government Employees 
Variable Annuity Life Insurance Com- 
pany of Washington. Shortly after mid- 
January warrants for the purchase of 


this stock will be issued to common 
shareholders of Government Employees 
Insurance Co., Government Employees 
Life Insurance Co. and Government Em- 
ployees Corporation. Organized by the 
management of these companies, its di- 
rectorate will correspond with each of 
the members of the group. Upon com- 
pletion of financing it is expected that 
the company will be authorized to sell 
policies and make insurance contracts 
under the Life Insurance Act of the 
District of Columbia. 


Underwriters of the proposed variable 
insurance issue are Johnston, Lemon 
and Co., Eastman Dillon, Union Securi- 
ties and Co. and Abascus Fund. They 
will take up all shares not subscribed 
to at $3 per share. It is more than pass- 
ing interest to find the Employees Group 
making definite plans for the organiza- 
tion of a company to sell variable an- 
nuity policies even though no decision 
is expected from the Supreme Court 
until March or April as to whether the 
State Insurance Commissions or the 
S.E.C. have jurisdiction over the issu- 
ance of such contracts. 


New Fund Is Styled For 
Sophisticated Investor 


Nelson Fund, Inc., a non-diversified 
open-end investment company is shortly 
offering a limited amount of shares on 
a continuing basis without benefit of 
any selling commission. The fund is 
tailored in particular for the sophisti- 
cated investor of substantial means and, 
although small in size, is interesting be- 
cause of several unusual features. Cur- 
rently it is a personal holding com- 
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pany with assets approximating $1.2 
million, but if the additional shares are 
eventually sold to new investors an ad- 
ditional $1.8 million will be added and 
the fund will qualify as a regulated in- 
vestment company. The fund manage- 
ment frankly does not aim for size. In 
going it alone, it differs from several 
other personal holding companies which 
recently have merged into large estab- 
lished investment funds in part to re- 
move the tax disadvantage attendant on 
holding company status. (T&E, Nov. 
1958, p. 1066) 

Contrasting with the conventional 
mutual, which seeks to attract a wide 
investor demand by offering its shares 
at a popular price (note the current 
action of Energy Fund), Nelson will 
offer its shares at a per share asset 
value approximating $2,900. Another 
unique feature is that there is a re- 
demption charge of 5% in the case of 
shares held less than six months. For 
longer periods, the redemption charge 
is 1% and in any event the proceeds 
from such charge are retained by the 
fund for the benefit of remaining share- 
holders. 

As expected, primary emphasis of the 
Nelson Fund is on capital appreciation 
and its investment policy is extremely 
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flexible. It lays stress on foreign in- 
vestment, but no more than 20% of its 
assets can be placed in the issuers of any 
one country except Canada and the 
U. S. Early this month 25% of assets 
was invested in foreign securities, pri- 
marily European. The domestic portion 
of the portfolio will be flavored with 
less orthodox issues of a “special situa- 
tions” nature. To qualify later for 
“regulated status,” it restricts 50% of 
assets to a maximum 5% investment 
in any one company. The fund can use 
up to 20% of its assets for underwriting 
other security issues or the purchase and 
sale of real estate. It is expressly for- 
bidden from buying on margin, selling 
short or purchasing commodities or 
commodity contracts. 

President of the Fund is George J. 
Nelson, who also acts as the mutual’s 
investment adviser. Mr. Nelson has been 
managing the fund in which he and 
several other private investors have a 
substantial investment. It is through his 
contacts in Europe that the Mutual 
boasts of special knowledge of foreign 
securities. Identified with Mr. Nelson 
on the board among others are Schroe- 
der Boulton, partner in Baker, Weeks 
and Co., and Armand G. Erpf of Carl 
M. Loeb, Rhoades and Co. 


Increase in Large Buyers Noted 


Confirming the new Nelson Fund’s 
interest in the buyer of more substan- 
tial means, but probably referring less 
to the rich sophisticates with “other- 
wise balanced investment programs,” 
Edward E. Hale noted early this month 
in “Brevits’” the increase in large 
buyers of M.I.T. and other funds dis- 
tributed by Vance Sanders and Co. This 
is important as a supplement to the re- 
marks of Louis H. Whitehead at ihe 
Mutual Sales Convention in October 
when he stated that “most purchasers 
are unsophisticated individuals who 
never before owned a single share of 
stock.” (T&E, Nov. 1958, p. 1065) 

Mr. Hale observes that “five years 
ago investments of more than $25,000 
in shares of Massachusetts Investors 
Trust, Boston Fund and Massachusetts 
Investors Growth Stock Fund were run- 
ning at an annual rate of $6.8 million. 
Now they are at the annual rate of $30 
million. Obviously, the majority of those 
who purchase investment company 
shares will be those who do so in moder- 
ate amounts. It is interesting to note, 
however, that investments in excess of 
$25,000 in shares of the above funds 
have increased from approximately 
12% of annual orders for shares by the 
public to over 28% at the present time.” 


Energy Fund Proposes 
10-for-1 Splitup 


Contrasting with the determination 


of the new Nelson Fund that per share . 


asset value in the four figure area is 
desirable. directors of the $514 million 
Energy Fund, which likewise distributes 
its stock publicly without any selling 
commission, are recommending that the 
company’s shares be split 10-for-1 sub- 
ject to stockholder vote at the annual 
meeting next month, On the basis of the 
offering price of the stock of approxi- 
mately $180 on December 4th, the new 
shares would have a net asset value of- 
fering price of $18. Ralph E. Samuel, 
President of Energy states that the 
lower unit price “will permit substan- 
tially broadened ownership of the 
Fund’s shares” and “will accommodate 
the many who have expressed a de- 
sire to accumulate Energy Fund over 
a period of time by means of periodic 
purchases.” Succeeding purchases after 
an initial 10 shares can be at a minimum 
of 5 shares or the equivalent of $90 at 
current price for the proposed split 
stock. 


Fund Bibliography 


A greatly needed list of current liter- 
ature on investment companies has been 
published in the October-November is- 
sue of “Business Literature,” publica- 
tion of the Business Library division of 
the Newark Public Library. Compiled 
by Alice D. Harris, Senior Business Li- 
brarian, it provides an extremely thor- 
ough and well balanced bibliography of 
available material. Miss Harris’ com- 
ments are concise and helpful and in- 
dicate a professionally unbiased _aitti- 
tude toward her subject matter. Thus, 
the serious student of the funds is not 
apt to be left with a one-sided opinion 
in their favor as we feared might be the 
case with the survey by Gilbert Cam. 
recently published for the New York 
Public Library. (T&E, March 1958, p. 
239.) Miss Harris has divided her sub- 
ject matter into five classifications: 
Books and Pamphlets, Periodic Arti- 
cles, Services, Regular Periodic Col- 
umns and Serial Publications of ihe 
National Association of Investment Com- 
panies. Copies of Miss Harris’ extreme- 
ly useful reading list may be obtained 
from the Business Library at 34 Com- 
merce Street in Newark. 


General Public Service Corp. 
Offering Nets $12 Million 


Rather appropriately marking its al- 
most half century in operation as an 
investment company, the $31 million 

(Continued on page 1157) 
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Indices are based on fund operation during the period covered and are 
not a representation of future results. They should be considered in the of Policy is concerned for the employment in whole or in part of the 


light of the individual companies’ investment policies and objectives 





No responsibility is assumed in so far as compliance with the Statement 


index by issuers, underwriters or dealers. Principal indices for November 
29, 1957 appear in the December 1957 issue and current income returns 











































































































and the characteristics and qualities of the investments of these companies. based on November 28, 1958 offering prices are available on request. | 
, stil 1 6t 7t 16¢* 17 18 19 20 
Reference should be made to the introduc- i 
tory article in July 1949 issue, outlining pur- 12/31/35 ey - 11/28/58 Lost 13. mo. Div. % A — 5-Yr. Avg. 
—< — _ —— in Principal . eon ‘ P ag (Bid) Net. Invest. 
selecting stock and cost-of-living averages, coe a nvest. ap. ‘ 
ge in interpretation of ‘a. , ee Low High anne Inc. Distri. 11/28/58 aoen'S 
BALANCED FUNDS 
American Business Shares ............... — 65.9 $183.5 183.3 3.61 0.00 118.4 3.53 
Ame-tieugmten Pang “A =_ 71.4 %$276.6 276.6 3.05 4.13 179.4 2.72 
Axe-Houghton Fund “B” ___ — 83.1 $823.5 323.5 3.33 3.57 230.4 3.20 
aR NR ee le 103.1 60.2 $267.2 266.4 3.06 5.14 201.2 2.89 
Commonwealth Investment 106.3 73.5 %$314.6 $13.1 3.26 2.32 249.9 3.24 
Eaton & Howard Balanced __........-------. 114.5 738.6 %$283.3 281.8 3.02 1.80 241.6 3.00 
Fully Administered Fund (Group Securities) _ — 69.4 $206.0 204.3 3.83 1.21 148.1 3.69 
General Investors Trust __ 110.0 65.2 $195.9 195.3 4.35 5.33 137.7 3.717 
Investors Mutual _..... — 73.5 [229.7 228.8 3.64 1.22 188.5 3.60 e 
Johnston Mutual Fund _.. ss tCtCts—CS — — $290.0 288.5 3.40 2.26 249.0 3.22 e 
Nation-Wide Securities** 102.6 59.6 4194.7 193.6 3.57 2.93 144.4 3.55 
New England Fund ithe as 117.4 61.4 $211.3 209.7 3.83 0.97 154.1 3.66 
George Putnam Fund oa 69.2 $233.2 7230.8 3.19 3.34 +176.7 3.18 
Scudder Stevens & Clark 97.4 80.9 $224.2 7221.4 3.31 2.32 7174.4 3.15 
Se eee eee 105.2 75.0 $238.5 237.3 3.34 3.12 177.3 3.16 
Whitehall Fund — — $301.2 299.4 3.57 3.10 235.9 | 3.51 e 
Wisconsin Fund, Inc.*** (c) — 65.1 $328.9 326.2 3.28 . 1.64 220.2 | 3.35 
AVERAGE: BALANCED FUNDS __. 107.1 70.1 $248.3 247.1 3.46 2.67 180.2 3.32 
STOCK FUNDS 
Ree Wer nn — 50.2 %$289.2 7287.9 3.42 3.57 7176.5 3.63 
Broad Street Investing Corp. 109.9 60.1 +363.7 361.4 3.62 1.95 289.0 3.74 
Bullock Fund 109.8 61.0 $348.1 +345.0 2.82 4.57 4252.7 2.99 
Delaware Fund _. — — 76.1 $237.9 7235.9 3.28 4.45 7126.1 3.24 
Diversified Investment Fund, Inc.***(c) ___. — — $225.4 7224.4 4.33 2.66 4176.9 4.21 e 
Dividend Shares __...____.. 109.0 62.1 (284.4 282.2 3.07 2.90 214.7 3.17 
Dreyfus Fund?*** _... .... —- — $899.8 394.5 2.32 1.39 332.0 2.38 @ 
Eaton & Howard Stock __...._--_ 107.1 62.7 %$420.7 418.1 2.63 0.92 357.1 2.57 
CO St ae ee eee ee — — $403.6 399.7 3.49 2.79 331.1 3.58 e 
Fundamental Investors 105.2 64.8 $459.1 453.7 3.12 1.84 373.5 3.16 
Incorporated Investors Lobe 103.6 63.9 439.9 7412.8 2.26 $3.21 7314.0 2.67 
Institutional Foundation Fund (c) — — $257.8 7256.9 4.30 3.73 +179.6 3.86 e 
Investment Co. of America — 69.0 %+351.6 7348.2 2.66 3.94 +223.9 2.64 
Knickerbocker Fund (c) — aes 59.8 $151.5 150.5 3.60 3.60 84.7 3.42 
Loomis-Sayles Mutual Fund (c) — 72.4 74.2 %$257.9 256.9 3.18 1.51 158.1 3.05 
Massachusetts Investors Trust —.-._._. 110.7 50.7 $381.3 4374.1 3.25 1.42 ¥341.1 3.43 
Mass. Investors Growth Stk. Fund —_. 114.2 57.4. 426.8 7423.3 1.87 0.98 +337.8 2.00 
Mutual Investment Fund (c) _...........__ 129.7 56.1 $224.3 223.6 3.27 2.40 165. 2.93 
DUCE: PRTLRPRROIID 5c  lnch — 60.7 %$480.6 478.7 2.30 3.22 366.7 2.44 
National Securities — Income***(c) _.._. — 66.0 147.7 4144.7 5.32 1.03 4113.4 5.03 e 
Selected American Shares _.____ 123.8 60.9 $287.3 284.3 3.45 2.89 194.4 3.30 
SIN NO nsec ees nner _- 62.5 $218.7 216.4 4.01 1.77 179.9 3.96 
State Street Investment Corp. 92.8 60.7 324.0 310.5 3.03 4.03 179.8 2.68 
Wall Street Investing Corp. (a) —.--....... a — $391.4 387.8 3.10 1.29 358.0 3.13 e@ 
AVERAGE: STOCK TUNG 107.4 62.5 $338.6 334.0 3.08 2.61 250.1 3.06 
500 STOCK INDEX (Standard & Poor’s)n —__. 107.5 59.8 $426.3 420.2 —_ - = ae 
CONSUMER PRICE INDEX (B.L.S.)n _. — 99.7 207.9 — — = ies a 








Base index number of 100 is the offering price on Dec. 30, 1939. 


fOL. 6, 7, and 16 arrived at as follows: To the bid prices at the respective COL. 17 represents figure obtained by dividing such dividends accruing over 
dates indicated are added all capital distributions to such date and the re- the annual period ending with the stated date by the average of the twelve 


sultant sum is divided by the 1939 base offering price. 


month-end offering prices ending on the corresponding date. 


COL. 19 represents the current month-end bid (col. 16 less all capital distri- CAPITAL GAIN DISTRIBUTION column (18) represents percentage of 


butions) divided by the 1939 base offering price. 


distribution, if any, from capital gains or any other source, for the current 
annual period. 


INCOME PERCENTAGE includes only those dividends paid by the com- COMPANIES ORGANIZED AFTER 1939 are given an initial index number 


Penies out of income earned from dividends and interest on their portfolio 


Se-urities (excluding all capital distributions). 


on the date they commence business equal to the average of all those stock 
or balanced funds in existence at the time. 





n—-New revised series adjusted to 1939 base. t—Adjustment for capital gains tax will be made in **Became Balanced Fund in 1945. 

(c)—Regrouping awaits new detailed classifications. revised index. ***Not included in balanced or stock average. 

(s)—Dvoes not reflect new acquisition cost. +Ex-dividend current month. ****#Name changed from Nesbett Fund. 
@Principal index begins after 1939 base date. Dreyfus now in stock grouping; New England in 
tHigh reached current month. balanced. 
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AIRCRAFT STOCK 
CoMES OF AGE 


Aircraft securities have been largely 
avoided by trust officers and conserva- 
tive investment managers. Historically 
this aversion to the industry has been 
justified by the cyclical earnings of 
most of the companies in the group. To- 
day, however, there is reason for a 
change in this thinking. The leaders in 
recent years have been showing a sta- 
bility of earnings and a growth record 
that has caused many investment man- 
agers who have previously ignored them 
to consider their investment possibilities 
seriously. The basic reason for this 
change in thinking and in the fortunes 
of the industry is the realization that 
this group is essential in the “cold 
war” economy in which the world is 
living today. Furthermore, it is gener- 
ally agreed that the present world 
political condition will continue for the 
foreseeable future. If one is willing to 
subscribe to this philosophy, then there 
is little argument that defense expendi- 
tures will continue as the major govern- 
ment expense. While defense spending 
will be divided between the Armed 
Forces, a growing percentage of it will 
be directed towards the aircraft and 
missile field and the major companies 
that manufacture this type of military 
hardware should be able to forecast 
their future more accurately than they 
have in the past. 

One of the big problems that has al- 
ways confronted investors in the avia- 
tion group, however, is the limited and 
uncertain life of many defense pro- 
grams and the constant problem of can- 
cellations and cutbacks of major con- 
tracts. This problem is still with us and 
will continue to have a major effeci 
upon the security prices of various air- 
craft issues. Recent newspaper articles 
bear this out such as the possible can- 
cellations of both the Thor and Jupiter 
IRBM’s (Intermediate Range Ballistic 
Missile) . 


While some other programs may not 
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turn out to be as large as originally 
contemplated, most of the major con- 
tracts held by certain large aircraft 
companies appear to be destined for a 
significant position in the defense de- 
partment’s plans. Among the military 
projects slated to receive a substantial 
percentage of the military dollars over 
the next few years are the B-52 (and 
its support plane the KC-135 jet 
tanker), which is the current backbone 
of our long range aerial offense, the 
B-70 “chemical bomber” slated as the 
eventual replacement for the B-52 some- 
time in the 1960’s, and the F-108, a 
Mach 4 speed supersonic interceptor 
currently under development. 

In missiles the two most promising 
projects appear to be the Minute Man 
solid-fueled Intercontinental Ballistic 
Missile and the Navy’s Polaris solid- 
fueled Intermediate Range Ballistic Mis- 
sile, while in ground to air defense 
the Bomare and Nike Zeus line up as 
logical candidates. However, as stop gap 
missiles the Atlas or Titan liquid-fueled 
ICBMs should continue to get a share 
of present missile dollars. 

In choosing companies in the indus- 
try which would warrant inclusion in a 
growth equity portfolio, there are cer- 
tain considerations which must be taken 
into account. In the first place a com- 
pany must have sufficient contracts so 
that the cancellation of one major con- 
tract will not have a disastrous effect 
on earnings. 

Second, research, always a major 
item for an aircraft company, is now 
tantamount to survival and the com- 
panies which have the ability and are 
willing to spend the research dollars 
are the one that appear to have ithe 
most promising prospects. 

We believe that three companies have 
these qualifications. They are Boeing 
Airplane, Lockheed Aircraft, and North 
American Aviation, All three are ac- 
tively engaged in many major projects. 
Boeing produces the B-52 and the KC- 
135 jet tanker, manufactures the com- 
mercial 707 jet transport and is active 
in the missile program with the Bomarc 
anti-missile missile. Recently the com- 
pany was awarded the over-all design 
contracts for the Minute Man and also 
has been made the prime contractor for 
the Dyna-Soar manned space glide pro- 
ject. Boeing is considered to have one 
of the finest research staffs in the coun- 
try. For the conservative investor Boeing 
has a convertible debenture which, al- 
though selling at a slight premium, still 
has appeal at these levels. 

Lockheed has among its most promis- 
ing projects the F-104 and the Lock- 


heed Electra jet transport. In the mis- 
sile field Lockheed is the prime con- 
tractor for the Navy Polaris missile 
Like Boeing, Lockheed has a convertible 
issue which could be attractive to th 
more conservative investor. This de 
benture is rated Ba and is currently 
selling on its conversion value and ai 
a modest premium above its call price. 
North American Aviation is a com- 
pany that has received substantial con- 
tracts recently due primarily to its ex 
cellent research facilities. Long known 
for its Sabre and Super Sabre fighters. 
North American now is working on the 
B-70 “chemical bomber,” the F-108 in- 
terceptor, and the inertial guidance sys- 
tem for the Minute Man. Research ac- 
tivities include the X-15 manned space 
glide vehicle, a one million pound 
thrust rocket engine, and work in atomic 
and ion propulsion. 
DoNALD VON WEDEL 
HEMPHILL, NOYES & CO. 


Bonp MarKeEts HINGE 
ON WASHINGTON 


Bond markets depend on a_ sound 
economy, hence, the many articles which 
have appeared in non-financial publica- 
tions in recent months stressing points 
about inflation which the public has 
either overlooked or apparently disre- 
garded have performed a useful func- 
tion. 

While our economy is quite different 
from that of Argentina, what is hap- 
pening there should serve as a warning 
that political expediencies lead to chaos. 
A statement from Rep. Clarence Cannon 
(D-Mo.) at the close of the last Con- 
gress may be worth repeating. He said 
“when you go home at the close of 
this session and your people complain 
about the high cost of living, do not 
pass the buck. Tell them the national 
debt is higher because you voted to 
make it higher. Tell them the dollar has 
gone down and the cost of groceries up 
because you voted to depreciate the 
dollar and to raise prices.” 


The tax-exempt market has recovered 
slightly over 25 basis point from lows 
of the year. New issues are being re- 
ceived quite favorably and while there 
are no indications that demand is ag- 
gressive, the underlying tone is con- 
siderably better. Over coming months 
it would be reasonable to expect a con- 
tinuing high volume of new issues which 
will to a degree prevent any major move. 

With little chance for tax relief dur- 
ing 1959 at least, more investors will 
become tax conscious and perhaps may 
direct a larger portion of investment 
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monies to the tax-exempt field. This 
augurs well for the future and may re- 
sult in substantially lower yields over 
the long-term. There is no question that 
by all standards tax-free obligations 
represent the best values in the fixed- 
income market. 

The corporate market is still highly 
selective and should continue so for 
some time. Even quality issues must be 
priced realistically in order to invite in- 
vestor appeal. Professional investors, 
especially those who have no tax prob- 
lems, constitute the majority and _be- 
cause most are operating in a trust 
capacity they apparently see no reason 
io be overly aggressive. Corporations 
whose credit is border line must still 
offer issues at a discount from going 
market prices in order to invite broad 
appeal. There is no doubt that there is 
general investor resistance to the fixed- 
income security market. The feeling that 
the economy has many inflationary 











TENNESSEE CORPORATION 


TENNESSEE 
CORPORATION 


November 18, 1958 


CASH DIVIDEND 
A dividend of fifty-five 
(55¢) cents per share was 
declared payable December 
18, 1958, to steckholders of 
record at the close of busi- 
ness December 4, 1958. 


EXTRA CASH DIVIDEND 

An extra dividend of 
twenty-five (25¢) cents per 
share was declared payable 
January 9, 1959, to stock- 
holders of record at the close 
of business December 4, 
1958. 


Joun G. GrrenBURGH 


61 Broadway Treasurer. 


New York 6, N.Y. 




















aspects is widening and, if it continues, 
then the corporate market as a whole 
may run into a stagnant period. For the 
short-term it seems as if prices or yields 
should not vary too much. 


The Government market has been on 
fairly even keel with quotations gener- 
ally drifting aimlessly. Recent announce- 
ments as to Treasury plans did not 
touch off any spark of enthusiasm in 
the market. What the Treasury proposes 
seems in the nature of a stopgap and 
no one can say that it is the answer io 
its problems. Deficit financing is still in 
store and while the Treasury may con- 
fine its financing to the short-term mar- 
ket, it must sooner or later attempt to 
stretch out the debt. The speculative 
position in the Government market is 
practically nil, consequently, any rally 
must be originated by true investors. 
For this reason alone the market on 
Governmental issues must be realistic 
as there are many other types of fixed 
income securities which afford a better 
run for one’s money. Short-term rates 
on Governments possibly could continue 
easier mainly because of supply. Long- 
term investors might still defer pur- 
chases as any rally may be of short 
duration. 

In summary, bond yields may not 
vary too much from present levels, at 
least for the balance of the year. Any 
predictions as to the long-term trend 
depend on the willingness of Washing- 
ton to realize conditions. If no attempt 
is made to initiate economy in Govern- 
ment, or if huge spending projects are 
proposed, then one should be prepared 
for irregular and sensitive bond mar- 
kets. 

Joun P. GOURVILLE 
PAINE, WEBBER, JACKSON 
& CURTIS 


A AA 


@ Mrs. Hattie Carnegie Zanft, fashion 
designer, left a gross estate of $2,232,493 
and a net of $1,899,818. 











Cities Service 
CONMPAN Y 
Dividend Notice 


The Board of Directors of Cities Service Company has de- 
clared a quarterly dividend of sixty cents ($.60) per share 
on its Common stock, payable December 15, 1958, to share- 
holders of record at the close of business December 1, 
1958. In addition, the Board declared a stock dividend of 
2% on the presently outstanding shares, payable January 
22, 1959, to shareholders of record December 1, 1958. 


ERLE G. CHRISTIAN, Secretary 





DECEMBER 1958 





ALLEGHENY LUDLUM STEEL 


AML 


CORPORATION 


Pittsburgh, Penna. 


At a meeting of the Board of 
Directors of Allegheny Ludlum Steel 
Corporation held today, November 
20, 1958, a dividend of fifty cents 
(50¢) per share was declared on the 


Common Stock of the Corporation, 


payable December 20, 


Common stockholders of record at the close of 
business on December 5, 1958. 


S. A. McCASKEY, JR. 


Secretary 











238th 
Consecutive 


Quarterly Dividend 


A dividend of fifty cents per share 

on the capital stock of this Com- 

pany has been declared payable 

January 15, 1959, to shareholders 
of record Dec. 12, 1958. 

EDWARD D. TOLAND, Jr. 

Secretary and Treasurer 

Boston, Mass., November 17, an? 
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Edison Company 


DIVIDENDS 


The Board of Directors has 
authorized the payment of 
the following quarterly divi- 
dends: 


ORIGINAL PREFERRED STOCK 
Dividend No. 198 
60 cents per share; 


CUMULATIVE PREFERRED STOCK, 
4.32% SERIES 

Dividend No. 47 

27 cents per share. 


The above dividends are pay- 
able December 31, 1958, to 
stockholders of record De- 
cember 5. Checks will be 
mailed from the Company's 
office in Los Angeles, Decem- 
ber 31. 


P.C. HALE, Treasurer 


November 17, 1958 














INSU 


Post-ELECTION PONDERINGS 


The record of the Democrat-controlled 
85th Congress, bolstered by the majority 
party’s post-election pronouncements of 
intention to push for more social pro- 
grams, obviously inspires visions of 
more beaureaucracy and larger deficits 
than are already certain. “Liberals” 
will unquestionably seek more aid for 
schools, relief for depressed areas, an 
urban renewal program, more grants in 
aid for the states, encouragement to 
residential housing on more liberal 
terms and other ventures either less 
than necessitous or better handled at 
state or local levels. Also, the always 
eager proponents of the “bottomless 
bucket” policy of foreign aid will be 
on hand. 

Contrary to general opinion, defense 
has accounted for a smaller part of ris- 
ing budget costs in recent years than 
have civil benefits programs, according 
to the Tax Foundation, which reports 
that 67% of the $7.3 billion increase 
in fiscal 1959 over 1958 was for the 
latter sector, compared with 27% for 
defense. The Foundation observes that 
“many programs added or expanded in 
recent years are clearly susceptible to 
reduction . . . if other than political 
factors are given full weight.” 

It is noteworthy that defense was the 
sole department excepted from Presi- 
dent Eisenhower’s strong post-election 
statement demanding that the various 
divisions remain within fiscal limits ap- 
proved by the Budget Bureau. It is im- 
possible to gauge the final defense bud- 
get but it is expected to be somewhere 
in the $40-$42 billion zone. With world 
tensions in a continual state of flux, 
total outlays are unlikely to be reduced, 
although emphasis may change at the 
behest of the Joint Chiefs of Staff. With- 
out pinpointing a date, some well-in- 
formed observers are reported as seeing 
defense expenditures as high as $50 
billion within a few years. Nor is this 
prospect lessened by still unproven 
rumors of successful test-flights of a 
Soviet atom-powered plane which may 
well spur this country’s development 
program to a higher spending pitch. 
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VUTIONAL UVES MET 


Despite the President’s undoubted 
sincerity in seeking economies, it is un- 
fortunate that this drive is beginning 
around the lofty $80 billion budget 
level. It is also unhappily evident that 
he will encounter strong opposition from 
both parties because many successful 
candidates will feel an obligation to try 
to live up to pre-election promises. The 
strongest deterrent would be a vigorous 
expression of grass roots sentiment for 
economy such as arose some eighteen 
months ago. This likelihood seems re- 
mote because, with most consumer items 
at least temporarily unchanged, the man 
in the street still fails to feel real con- 
cern about what is to him largely an 
academic subject, despite the headlines 
which inflation has had in_ recent 
months. 


The pious hope that conservatives in 
Congress will cross party lines to help 
maintain a stable dollar seems to this 
department wishful thinking. Likewise, 
to expect Democratic cooperation on the 
grounds that to sponsor greater budget 
deficits now would backfire in the 1960 
presidential election appears unrealistic. 
Thus the stage seems set for an early 
test of the President’s veto power. 
Whether Mr. Eisenhower can marshal 
enough support through vigorous leader- 
ship of public opinion will be the key 
to the dollar’s future, at least in govern- 
ment. 

The specter of inflation was not en- 
tirely exorcised by an early-December 
forum conducted by the National In- 
dustrial Conference Board whose fifteen- 
economist panel concluded that in- 
creased productivity in 1959 would 
about match wage rises and that infla- 
tionary progress would thus be abated. 
Martin R. Gainsbrugh, chief economist 
of the Conference Board, questioned, 
however, whether the current recovery 
was “a sound bridge to the golden ’60s 
or ... more like that of the 1927-29 
period? Until we gain some victories 
on the inflation front, we may find that 
there is no firm foundation to our econ- 
omy. Our war against inflation still re- 
mains to be won.” James F. Oates, Jr., 
president of Equitable Life Assurance 


Society, also blamed business for con- 
tributing to high spending through 
special pleading and failure to develop 
general public understanding of the is- 
sues. The mild inflation rate of around 
1.5% per year which has prevailed 
since 1952 is likely to continue for the 
next few years but this very condition 
is fostered by the fact that business as- 
sumes the inevitability of this rise in its 
forward planning. 

A sober appraisal of the odds would 
appear to favor recourse to the easy, 
rather than the hard, way unless the 
voters demand curbs on labor power 
and insist upon a balanced budget with 
high taxes. The prospects for such Spar- 
tan fortitude seem quite dim. 


Majority sentiment on the business 
outlook for 1959 veers to the bright 
side but there are various degrees of 
thought about the progress it is now 
reasonable to expect after the seven 
months of gratifying turnabout since 
April. Confidence in the retail sector 
runs high for Christmas trade. The 
Federal Reserve production index 
showed a one point gain to 138 in Octo- 
ber for the second consecutive month, 
a rise of 12 points since April. 

Settlement of the rash of local juris- 
dictional work stoppages which dis- 
rupted 1959 model motor output brought 
November activity to the year’s best 
levels, with sales reports mixed but gen- 
erally indicative of better volume than 
for the previous year. Steel activity has 
picked up to around 75% of capacity 
and could do better if motor production 
continues brisk. Residential and public 
construction are registering rising totals. 
Gross National Product is estimated to 
be running ahead, in this fourth quar- 
ter, of the $445.6 billion high of third 
quarter 1957 due to the forward strides 
of these three key factors. Appliances 
and consumer durables have generally 
felt renewed demand in tune with resi- 
dential construction; however, they are 
about 10% below last year. 

McGraw-Hill figures for industrial 
capital spending for next year indicate 
only a slight rise over the approxi- 
mately $31 billion of 1958. These esti- 
mates are always subject to change but 
the existence of adequate production 
capacity in most lines would imply that 
major emphasis will be upon improved 
efficiency and lower costs, rather than 
volume. 

Considering the dramatic recovery in 
the economy since spring, some hesita- 
tion would not be unexpected and would, 
in fact, be welcomed by the Reserve 
authorities who are treading a narrow 
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CONSOLIDATED = 
NATURAL GAS 
COMPANY 


30 Rockefeller Plaza 
New York 20, N. Y. 


DIVIDEND No. 44 


Tue BOARD OF DIRECTORS 
has this day declared a regular 
quarterly dividend of Fifty-Two 
and One-Half Cents (5214¢) 
per share on the capital stock of 
the Company, payable February 
16, 1959 to stockholders of rec- 
ord at the close of business Jan- 
uary 15, 1959. 

JOHN MILLER, Secretary 


December 10, 1958 
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Public Service Electric 
and Gas Company 


NEWARK.N. J. 














QUARTERLY DIVIDENDS 


The Board of Directors has de- 
clared the following dividends 
forthe quarter ending December 


31, 1958: 


Class of Dividend 
Stock Per Share 
4.08% Cumulative Preferred . .$1.02 
4.18% Cumulative Preferred .. 1.045 
4.30% Cumulative Preferred .. 1.075 
5.05% Cumulative Preferred .. 1.2625 
$1.40 Dividend Preference... .35 
SII 6: 4:4:4 c ateaia,e -45 


All dividends are payable on or 
before December 22, 1958 to 
stockholders of record Novem- 
ber 28, 1958. 


F. MILTON LUDLOW 
Secretary 
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line between monetary restraint and en- 
couragement of healthy activity. 


INSTITUTIONAL STOCK 
PURCHASES ON RIsE 
Rising institutional activity in stock 
transactions on the New York Stock 
Exchange as compared to volume gener- 
ated by public individuals is indicated 
by the Exchange’s latest transaction 
study covering September 28-29 last. 
Although public participation remained 
high at 56% of total shares traded, this 
ratio was below those registered on 
other days of large volume, while “in- 
stitutions and intermediaries” accounted 
for 23%, as against an average of 
20.9% for the three studies in Decem- 
ber 1954, June 1955 and March 1956 
which were periods of market activity. 
A sampling technique covering about 
10% of public volume was used to 
avoid the delay of full-scale compila- 
tion. Exchange officials admit that re- 
sults are subject to a small amount of 
error but findings are believed repre- 
sentative of the market as a whole. 
The two sampling days registered the 
largest volume of the eight studies 
which were started in September 1952. 
Total volume was 17.8 million shares 
on an advance of 5.26 points in the D-J 
industrial average, which closed at 
532.09 on September 29th. The “insti- 
tutions and intermediaries” accounted 
for 4.1 million shares but, if the 3.8 
million shares (21%) attributable to 
Exchange members and member firms is 
eliminated, the percentage rises to 
29.2% of total “off-floor” volume. 
Commercial banks and trust com- 
panies are the most important sources of 
business in the above category with 1.1 
million shares, followed by non-member 
broker /dealers with 700,000 shares. The 
balance of 2.3 million shares emanated 
from institutions defined as “savings 
banks, educational institutions, founda- 
tions, religious groups, non-profit or- 








DIVIDEND NOTICE 
MIDDLE SOUTH UTILITIES, INC. 








FLORIDA POWER CORPORATION 
St. Petersburg, Florida 
November 20, 1958 


The Board of Directors of this Corporation 
has this day declared a dividend of eighteen 
cents (18¢) per share on the outstanding 
Common Stock, payable December 20, 1958, 
to stockholders of record at the close of busi- 
ness December 5, 1958. This dividend is 
applicable to the new $2.50 par value Com- 
mon Stock which reflects the recent three- 
for-one split-up. 


G. F. FOLEY, Treasurer 











GENERAL 
PORTLAND 


CEMENT 
COMPANY 





COMMON 
STOCK 
DIVIDEND 


The Board of Directors of General 
Portland Cement Company has this 
day declared a dividend upon its 
Common Stock of 45 cents per 
share with respect to the quarter 
ending December 31, 1958, and a 
further year-end dividend of 50 
cents per share, both payable De- 
cember 12, 1958 to stockholders of 
record at the close of business on 
November 28, 1958. The stock 
transfer books will remain open. 


HOWARD MILLER, 


Treasurer 





x November 13, 1958 














Pullman 
Incorporated 


— 389th Dividend — 
92nd Consecutive Year of 


Quarterly Cash Dividends 


A quarterly dividend of seventy- 


The Board of Directors has this day de- 
clared a dividend of 45c per share on 
the Common Stock, payable January 2, 
1959, to stockholders of record at the 
close of business December I1, 1958. 


D. J. WINFIELD 


Treasurer 


SERVING THE MIDDLE SOUTH 


Arkansas Power & Light Company 
Louisiana Power & Light Company 
Mississippi Power & Light Company 
New Orleans Public Service Inc. 


five cents (75¢) per share will be 
paid on December 13, 1958, to 
stockholders of record Decem- 
ber 1, 1958. 


CHAMP CARRY 


President 


December |, 1958 





Utility service by tax-paying, 
publicly-regulated companies 
made this dividend possible. 


~ TRAILMOBILE 
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a West Penn 


Electric Company 


(Incorporated) 








Quarterly Dividend 


on the 


COMMON STOCK 


375¢ PER SHARE 


Payable December 29, 1958 
Record December 12, 1958 
Declared December 3, 1958 





WEST PENN ELECTRIC SYSTEM 

Monongahela Power Company 
The Potomac Edison Company 
West Penn Power Company 











INTERNATIONAL 
SHOE 
| COMPANY 


St. Louis 
191ST 


CONSECUTIVE DIVIDEND 
Common Stock 


A quarterly dividend of 45¢ 
per share payable on January 
1, 1959 to stockholders of rec- 
ord at the close of business De- 
cember 12, 1958, was declared 
by the Board of Directors. 
ROBERT O. MONNIG 


Vice-President and Treasurer 


December 2, 1958 














YALE & TOWNE 
Declares 283rd Dividend 


37'2¢ a Share 


On Nov. 20, 1958, 
dividend No. 283 
of thirty-seven 
and one-halfcents 
per share was 
declared by the Board 
of Directors out 
of past earnings, 
S payable on 
January 2, 1959, to 
im stockholders of record 
\\ \} at the close of business 
‘1 December 10,1958. 








Wm. H.MATHERS 


Vice-President and Secretary 


THE YALE & TOWNE MFG. co. 








Cash dividends paid in every year since 1899 





1152 





ganizations, insurance companies, in- 
vestment clubs, open and closed-end in- 
vestment companies, non-financial cor- 
porations, partnerships, personal holding 
companies, and non-bank administered 
estates, guardianships, pension funds, 
personal trusts and profit-sharing plans.” 
The following table shows share vol- 
ume and percentage distribution by 
source of all studies to date, omitting 
Exchange members and firms: 








3 

‘ g 3 @s 

= 3 & $5 

q . : En: 

A 3 = = 5 

& 6 c Es 

millions of shares 

Sept. 1958 ___. 178 99 56% 4.1 23% 
Met 2957. OB «663 «643 6223, 233 
Mar. 1956 _.... 142 84 589 2.9 20.1 
June 1955 ___ 136 80 592 26 19.4 
Dec. 1954 ___.. 94 96 62:3 27% 0 
Mar. 1954 _.... 82 46 564 19 235 
Mar. 1953... 99 61 614 LO 193 
Sept... 1952 62 35 S70 15 246 


President Funston commented that 
public individuals appeared to be plac- 
ing greater emphasis at the time of the 
latest survey upon short-term invest- 
ment and trading activities, although 
55% of the share volume in this group 
is reported for long-term holding. In 
view of the stockholder’s inalienable 
right to change his mind without notice, 
however, the brave intentions of the 
latter may be reflecting present confi- 
dence in a continuing market rise rather 
than the objective, long-view approach 
of the professional investment manager 
who can ignore minor fluctuations so 
long as he remains convinced of the 
validity of the factors which influenced 
the original commitment. 

The Exchange’s Monthly Investment 
Plan will be five years old in January. 
Through mid-November total stock pur- 
chases had touched $100 million or 
about 2,685,000 shares. It is reported 
that more than 153,000 plans have been 
initiated of which 76,000 remain in force 
but the apparent gap represents, in 





part, completed programs, switches to 
another security or transfer to a regular 
brokerage account. 

The ten most popular stocks as of 
the end of September were: General 
Electric, General Motors, Dow Chemical. 
Standard Oil Co. (N. J.), Tri-Continen- 
tal Corp., Sperry Rand, Phillips Petro- 
leum, Radio Corp., American Tel. & 


Tel., and IBM. 





TEXAS GULF SULPHUR COMPANY 


The Board of Directors has declared a 
dividend of 25 cents per share on the 
10,020,000 shares of the Company’s cap- 
ital stock outstanding and entitled to re- 
ceive dividends, payable December 15, 
1958, to stockholders of record at the 
close of business December 1, 1958. 


E. F. VANDERSTUCKEN, JR., 


Secretary. 








KENNECOTT COPPER 
CORPORATION 


161 East 42d Street, NewYork, N.Y. 
November 21, 1958 


At the meeting of the Board of 
Directors of Kennecott Copper Cor- 
poration held today, a cash dis- 
tribution of $1.00 per share was 
declared, payable on December 
22, 1958, to stockholders of rec- 
ord at the close of business on 
December 2, 1958. 


PAUL B. JESSUP, Secretary 
Cte mt ee pe nd ed a me ee ee 


(eases (ses (se (cs (sen (cams (me (ee ( 






















BALTIMORE GAS AND 
ELECTRIC COMPANY 


Serving one of America’s 
Great Industrial Centers 


QUARTERLY DIVIDENDS 


Dividends of $1.12Y% a share on the 
42% Preferred Stock, Series B; $1.00a 
share on the 4% Preferred Stock, Series C; 
and 45 cents a share on the Common Stock, 
have been declared for the quarter ending 
December 31, 1958, all payable January 
2, 1959, to holders of record at the close 
of business on December 15, 1958. 


J. THEODORE WOLFE, President 


Dividends paid on Common Stock without 
interruption or reduction since 1910. 














FINANCIAL 


CORPORATION 





147TH DIVIDEND 


A quarterly dividend of $0.60 
per share in cash has been 
declared on the Common 
Stock of C. I. T. FINANCIAL 
CorporaTION, payable Janu- 
ary 1, 1959, to stockholders of 
record at the close of business 
December 10, 1958. The trans- 
fer books will not close. Checks 
will be mailed. 

C. JOHN KUHN, 


Treasurer 
November 26, 1958. 
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She Chose Dividends—Not Directors’ Meetings 


Mrs. R.’s husband had been president 
of one good-sized company and an 
active director of two others. Upon his 
death, the estate consisted principally 
of extensive holdings in these three 
corporations. Mrs. R. had no desire to 
become a businesswoman; so it was 
necessary to convert these holdings 
into investments more in line with her 
needs and capabilities. 

Under Kidder, Peabody & Co.’s 


guidance, most of the stock in the com- 


pany which Mr. R. headed was na- 
tionally distributed through a group of 
underwriters Another 
block was sold in its entirety to an in- 
stitutional investor. The third block 
was sold over a period of time in lots 
of 100 and 200 shares on the New 
York Stock Exchange. 

The proceeds of these sales were re- 
invested in a diversified list of stocks 
and bonds with the aim of providing 
Mrs. R. with current income. 


and dealers. 


KippER, PEABODY & Co. 


FOUNDED 1865 


New York 5 - 17 Wall Street - HA 2-8900 - New York 17 - 10 East 45th St. - MU 2-7190 


Boston 10 - 75 Federal Street - LI 2-6200 - 


PuitaDeEvpuia 9 - 123 So. Broad St. - KI 5-1600 
Los ANGELES 14 - 210 W. 7th Street - MA 8-3271 


Mrs. R. is not one woman. She is 
many women who depend upon Kidder, 
Peabody & Co. for the special kind 
of investment service they need. If 
you have a somewhat similar invest- 
ment problem, call or write the Special 
Accounts Manager in New York or 
the Resident Partner in the Kidder, 
Peabody office nearest you. 

If you prefer, write for your compli- 
mentary copy of our current “INVEN- 
TORY OF INVESTMENT IDEAs.”’ 


Members New York, American, 
Boston, Philadelphia-Baltimore, 
Midwest and Pacific Coast Stock Exchanges 


Cuicaco 3 - 33 So. Clark Street - AN 3-7350 


San Francisco 4 - 140 Montgomery St. - EX 7-4900 
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HE INCREASING IMPORTANCE OF DE- 
‘toe as a “source of funds” 
has been underscored repeatedly. George 
Shea, relying on government sources, 
points out in the Wall Street Journal of 
December 1: 


Out of the $22 billion collected by 
corporations in 1946 from all sources, 
including new financing, depreciation 
accounted for only $4 billion or less 
than one-fifth. In 1957, depreciation 
accounted for $20 billion or one-half 
the $40 billion of money pulled in by 
corporations. The depreciation total 
has leapt forward in the last three 
years at the rate of $2 billion a year, 
and this year’s gain of probably a 
similar amount will offset most of 
the decline this year in retained earn- 
ings. 

In assaying growth potential, a major 
factor to be considered is the ability of a 
company to generate funds internally 
from retained earnings and non-cash ex- 
penses, of which depreciation, amortiza- 
tion and write-offs of abandoned prop- 
erty are the principal items. Companies 
vary widely in this respect. Sales com- 
panies that deal in money claims have 
little or no investment in depreciable 
assets; heavy industries that contribute 
a large amount of added value to the 
products and services which they buy 
and process have depreciation accruals 
in each year that are substantial in rela- 
tion to net income and may exceed the 
portion of net income retained after 
dividend payments. 

Individual companies will also vary 
widely in the speed with which they can 
apply new funds to improve earnings by 
cost reductions or business expansion. 
Chemical companies may require as long 
as five years from initiation of a project 
until it can be brought into production. 
During the periods of gestation the in- 
creasing amounts of funds committed to 
these projects make no contribution to 
earnings. 

With a large backlog of orders, a 
company can apply new funds, whether 
generated internally or obtained from 
external sources, with maximum effic- 
iency, that is, with minimum time-lag 
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O. ROGERS FLYNN, 


Contributing Editor 


between obtaining the funds and putting 
them to productive use. 

International Business Machines 
(IBM) combines these three advantage- 
ous factors to a maximum: large annual 
depreciation accruals in relation to gross 
and net income; a minimum time-lag in 
applying new funds to produce income, 
because of a large production of de- 
preciable equipment in various stages of 
completion; almost instantaneous trans- 
fer of completed equipment to revenue 
production because of the unsatisfied de- 
mand for its products that is represented 
by its backlog of orders. 

Tabulated below are annual figures 
showing the relative importance of de- 
preciation accruals to IBM as a source 
of funds for expanding its income-pro- 
ducing assets. In each of the past four 
years, income taxes have taken no more 
than 11% of gross revenues. 

The total of depreciation and retained 
earnings have provided funds for expan- 
sion as percentages of gross revenues: 


1958* 24.3% 
1957 21.0 
1 ee ee ee 21.1 
1955 24.4 
1954 22.2 
1953 20.0 
LL a ae a re 20.1 
LL fe SE eee? 20.9 
‘est. 


IBM in each of these years has been 
able to employ over 20% of its gross re- 
ceipts for reinvestment in expansion. 
More than two-thirds of these amounts 
was contributed by non-cash expenses 
of depreciation, amortization and prop- 
erty write-offs. 


MANAGEMENT SPEAKS ... 
GROWTH COMPANIES: Acceleration of 


Growth by Depreciation Accruals 


Jr. 


The term “cash flow” per share is now 
employed to identify amounts contrib- 
uted to assets by operations allocated on 
a per share basis. As has been indicated, 
the ability of a company to employ funds 
fully, profitably and promptly is an im- 
portant aspect in appraising the benefits 
to be derived from cash flow. Many 
companies have retained earnings for 
reasons of general prudence when there 
was no immediate use for them either 
to improve operations or expand activi- 
ties. 

To appraise their significance, cash 
flow earnings must be related to the his- 
torical capabilities of the company gen- 
erating the cash flow to employ addi- 
tional assets to provide increased _in- 
come. Also inherent in appraisal of cash 
flow is the decline in the income produc- 
ing capabilities of the assets which are 
being depreciated. In the case of IBM, 
there is no indication that the rental 
value of its equipment declinés in pro- 
portion to a decrease in net book value 
brought about by accumulating depre- 
ciation. In fact, there are many units of 
its equipment which are still producing 
rental income although fully depreciated. 


Cash Flow in Relation 
to Gross Assets 


Cash flow contributes funds to finance 
the expansion of assets. When the assets 
acquired are merely replacements for 
assets that have been retired there will 
be no important addition to earning 
power. The property account should 
show the cost value of all depreciable 
assets still in use, irrespective of the ex- 





IBM’S SOURCE OF FUNDS 


(millions of dollars ) 


Gross Net Dividends Retained Depreciation ty 
Year Revenues Income Paid Earnings (RE) etc. Depr. 
1958* $1250.0 $124.3 $30.8 $93.5 $209.5 $303.0 
1957 1000.4 89.3 25.4 63.9 145.8 209.7 
1956 734.3 68.9 19.9 49.0 106.1 145.1 
|, i —_—ae 563.5 55.9 16.4 39.5 82.6 122.1 
1954 461.4 46.5 15.6 30.9 TLS 102.4 
LS 410.0 34.1 12.8 213 60.7 82.0 
|? Sl eenene 333.7 29.9 122 Leg 49.4 67.1 
i 266.8 27.9 11.6 16.3 39.7 56.9 
*est. 
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Inadequacy of Net Income 


(millions of dollars) 
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Cost Value Depreciation Additions for Evaluation of Growth 
Depreciable Depreciation asa % of to Property Net 

Year ; — (a) Expense Cost Value Property Retired Additions The foregoing data with respect to an 
1958* $1174.1 $140.9 120% $ $ $ - 

1957 891.8 106.1 11.9 326.3 40.0 286.3 ideal example of a growth stock, IBM 
1956 714.2 82.6 116 183.5 27.9 155.6 common, demonstrates that an attempt 
1955 614.5 71.5 11.6 134.0 32.4 101.6 to value this growth stock on the basis 
1954 521.9 60.7 11.6 132.9 39.1 93.8 of the amount and trend of per share 
1953 435.7 49.4 11.3 1222 34.8 87.4 earnings would overlook important 
1952 373.4 39.7 10.6 89.3 26.0 63.3 8 P 

*est. 


(a) Taken at beginning of the year. 





tent to which they have been depreciated 
by cumulative additions to the deprecia- 
tion reserve. 

For IBM the relationship of deprecia- 
tion expense to cost value of depreciable 
assets at the beginning of each year is 
shown above along with the additions 
and retirements of the property account 
in each year. 

If all the funds generated by reten- 
tion of earnings and the accrual of non- 
cash expenses are assumed to have been 


of each year are total assets gross and 
net, the amount of internally generated 
funds, and the amount of long term debt 
(non-current portion). 


The rate of growth of gross assets 
indicated for 1958 is about 50% greater 
than for 1952. If this rate of growth 
(18% ) is maintained, gross assets may 
be expected to double every 5 years. 


aspects of the company’s growth poten- 
tial. While net income rose from $27.9 
million in 1951 to an indicated net in- 
come of $124.3 million in 1958, an in- 
crease of 345%, gross assets rose in the 
same period from $544.7 million to $1,- 
6728 million, an increase of only 207%. 
However, from 1955 to 1957 net income 
rose from $55.9 million to $89.3 million, 
an increase of 60% and gross assets rose 
in the same period from $999.4 million 
to $1,672.8 million, an increase of 67%. 





(millions of dollars ) 


Total Assets 


Internally Generated Funds 





employed to finance additions to prop- — Beginning % of Gross Long Term 
erty, these funds have been sufficient to - — ce — —e — — 
ar | so oat 1958* $1087.0 $1672.8 $303.0 18.11% $375 
finance about two-thirds of the cost of 1957 769.0 1191.3 209.7 17.6 330 
IBM’s property additions. The balance 1956 629.5 999.4 145.1 14.5 295 
of the funds have been provided over the — 1955 565.5 851.0 112.1 14.3 250 
years mainly by increasing long term 194 520.4 196.4 102.4 13.5 215 
debt : : 1953 428.2 638.0 82.0 12.8 175 
og 1952 394.1 544.7 67.1 12.3 135 
fabulated below for IBM at the end rr 
° . 


Sowing Georgians Since 4894 


EXECUTOR 
TRUSTEE 
ADMINISTRATOR ComPANY 
GUARDIAN or GEorRGIA 
AGENT 


ATLANTA 





Georgias Largest rust Srstitution 


AFFILIATED BANKS 





Augusta: THE FIRST NATIONAL BANK 
& TRUST COMPANY 


Columbus: THE FOURTH 
NATIONAL BANK 


DrcEMBER 1958 





Savannah: THE LIBERTY NATIONAL BANK 


& TRUsT COMPANY 


Macon: THE FIRST NATIONAL BANK 


& TRUST COMPANY 


Rome: THE FIRST 
NATIONAL BANK 
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The more rapid growth of gross assets 
in recent years might be taken to fore- 
cast an acceleration in the rate of growth 
of net income in the future. 


Cash Flow as a Basis 

The future prospects of a company 
are closely tied to its ability to build up 
its assets. When cash flow is substantial 
it not only contributes directly to asset 
expansion but also enlarges the base for 
external debt financing. 

During the 1951-1957 period when 
IBM’s net income rose 345%, cash flow 
increased from $56 million to $209.7 
million, an increase of 374%. 

The market price of a stock should 
reflect the ability of the company to 
increase future earnings by building up 
assets. But if market price is expressed 
solely as a multiple of cash flow it over- 
looks the factor of current dividends and 
market valuation is based solely on this 
factor in future earnings increases. 


Price as Composite of Income 
and Growth Potential 


Fixed income securities sell at market 
prices which reflect the annual income 
and the degree of likelihood that the 
fixed payments will be made on schedule. 
The greater the likelihood of regular 
payment the higher the market will value 
each dollar of fixed annual payment. 

Similarly, common stock market 
prices will reflect the amount and cer- 
tainty of dividend payments, but the 
extent to which income factors determine 
market prices of common stocks varies 
over a wide range. A.T.&T. stock, al- 
though occasionally sweetened by issu- 
ance of rights to purchase convertible 
securities or additional stock, and en- 
livened in the market by recurring 
rumors of stock splits and dividend in- 
creases, sells at a market price that re- 
flects mainly the current market ap- 
praisal of the right to receive a $9 an- 
nual dividend which has been main- 
tained without interruption for 36 years. 
































a ol aioae — 
“Are you buying or selling?” 
(Courtesy of “‘Service’’) 











The current market appraisal of the 
worth of the $9 dividend is on the basis 
of $22 of market price for each $1 of 
dividend, that is, market price of $198. 

Although assets and gross revenues of 
A.T.&T. have almost doubled since 1951, 
per share earnings have increased only 
11% and have remained level for the 
past four years in the neighborhood of 
$13 a share. A.T.&T. has none of the 
characteristics of a growth company 
from the point-of-view of its share- 
holders, although it has increased enor- 
mously in size as measured either by 
assets or revenues. In fact, the indicated 
earnings of $13.15 a share for 1958 are 
well below the $15.34 reported for 1929. 


A Different Kind of Common Stock 


IBM is a different kind of common 
stock. Its current market price of $455 
a share is approximately 173 times the 
1958 cash dividend of $2.60 a share. 

Obviously, IBM’s market value re- 
flects other bases of valuation than cur- 
rent dividends. Should it be valued on 
the basis of current dividend alone it 
should not command a price of more 
than $25 a share for each dollar of cur- 
rent dividends. The present annual rate 
bundle of values purchased by this 
residual $390 a share may be designated 
as “growth” or more precisely “growth 
potential.” 





A Special Service 


the Marine as trustee. 


Milwaukee 1, Wisconsin 





for Employee Benefit Plans 


Enjoy broader investment diversification with any 
desired mixture between equities and fixed return 
securities — no limitation on amount of investment. 


Participate in the MARINE INVESTMENT TRUST 
FOR EMPLOYEE BENEFIT PLANS by naming 


MARINE NATIONAL EXCHANGE BANK 





Member F. D. I. C. 
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Reduced ultimately to its least com- 
mon denominator, “growth” in the in 
terests of shareholders will be reflected 
by increasing dividend payments which. 
in turn, will be based on increased earn 
ings and or the inability of the company 
to employ advantageously a higher per- 
centage of its earnings for asset expan- 
sion. Expansion rates overtime tend to 
level off. 

Having broken down the market price 
of a share of IBM into its two value 
components of the market value of cur- 
rent dividends and the market’s valua- 
tion of the growth potential, how does 
one ascertain whether these are reason- 
able? We have very little difficulty in 
justifying the capitalization of current 
cash dividends at 40% but there is room 
for wide difference of opinion as to the 
valuation of the growth potential. 

We can relate the residual market 
value (aggregate market value less divi- 
dends capitalized at 4%) based upon 
the means of the high and low prices 
each year to the annual cash flow: 


(millions of dollars ) 


Cash Flow 
Residual 35.0.7 
Market Cash Market 
Year Value Flow Value 
M986 tc. $4298 $303.0 7.0% 
|. <r 3096 209.7 6.8 
io 1235 145.1 ha 
| i — 1168 122.1 10.5 
i 933 102.4 11.0 
[i ore 444 82.0 18.5 
fe So 353 67.1 19.0 
‘Ls! i ao 333 56.0 16.8 
*est. 


The mean market price of IBM for 
1958 of $377.5 (high $455 low $300). 
provides a residual market value that is 
capitalizing 1958 estimated cash flow at 
7%. This is slightly less optimistic than 
the capitalization rate of 6.8% for 1957 
based upon a mean price of $323. How- 
ever, in six of the eight most recent 
years the capitalization rate of cash flow 
to residual market values (based upon 
mean prices for each year) was greater 
than 10.5% and in the three earliest 
years in excess of 16.5%. 

While cash flow has increased 44‘: 
in both 1958 (est) and 1957 over the 
immediately preceding year, there is 
of $2.60 would then command a price 
of $65 and leave the balance of the 
present price of $455, or $390 a share. 
to be justified by other factors. The 
reasonable doubt that this rate of in- 
crease can be maintained. Depreciation 
charges will soon begin to level off. 

To value each dollar of cash flow at 
more than $14 of market price seems 
like optimistic evaluation even if te 
growth of IBM appears to have reached 
the explosive stage. 


TRUSTS AND ESTATES 
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Abstracts from recent talks by officials of companies 
whose securities are of interest for trust and other 
institutional investors. 


BALTIMORE GAS & ELECTRIC CO. 


THEODORE WOLF, president 


The new rate of return on investment 
of 644% allowed by the rate making 
authorities would increase annual in- 
come by about $9.5 million, based upon 
estimated 1958 gross, of which about 
$4.5 million, or 63 cents per share, 
would be carried through to net. The old 
allowables ranged from 5.6% to 6%. 

Earnings for 1958 are expected to 
equal last year’s $2.39 a share which in- 
cluded 18 cents non-recurring income. 
The new gas and steam heating rates 
were effective May 1 and the electric 
rates August 1. 

New York Society, Nov. 12, 1958. 


BRISTOL-MYERS CO. 


WaLTER H. Kamp, financial vice-presi- 
dent 


Company is conducting clinical tests 
on a new antibiotic, Telomycin, which 
might be marketed in 1959, if successful. 
It appears effective against a broad 
range of bacteria and is regarded supe- 
rior to their Kantrex, introduced earlier 
in 1958. 

Reflecting acquisition of Grove Lab- 
oratories in January, sales for 1958 are 
expected to exceed by 10% the $107 
million reported last year. 

Net income for 1958 should reach 
$4.35-4.40 a share vs. $4.07 in 1957. 

New York Society, Nov. 6, 1958. 


ERIE RAILROAD CO. 
H. W. Von WILER, president 


Protable operations are expected in 
1959 as October showed a profit for the 
first time in twelve months, excluding 
July 1958 when retroactive mail allow- 
ances were collected. 

Deficit for the 10 months ended 
October totalled $4.3 million and QOcto- 
ber net was $1.3 million. Gross revenues 
for calendar 1958 are expected at $153 
million, down about 12% from $170 
million in 1957. 

Capital expenditures for 1958 will be 
$3 million and $4.6 million is planned 
for 1959, a large part for expansion of 
“piggy-back” services. 

New York Society, Nov. 21, 1958 


GULF OIL CORP. 


Wituram L, Nay or, senior vice presi- 
dent 


Third-quarter earnings of $2.74 a 
share compared with $2.30 in 1957. 


DecEMBER 1958 


Price declines, effective in October, may 
bring lower fourth quarter earnings but 
the last half is expected to equal 1957. 
For calendar 1958, earnings will be 
slightly below the $10.94 a share re- 
ported in 1957. 

Excess refinery capacity has deterior- 
ated the price structure of finished 
products in relation to crude prices. 
With continuing business recovery this 
maladjustment is expected to be cor- 
rected in 1959. 

St. Louis Society, Nov. 14, 1958. 


HERTZ CORP. 


WALTER L. JAcoss, president 


The unsatisfactory market for used 
cars contributed about $640,000 to the 
decline in earnings from $4.2 million 
in 1957 to $3.9 in 1958 for the nine 
month period ended September 30. 

Earnings for the third-quarter of $1.7 
million are up over 70% from the 
second quarter and slightly ahead of 
third quarter 1957. Indications are that 
profit margins are continuing to increase 
in the fourth quarter and that total rev- 
enues for the year will exceed $90 mil- 
lion. 


New York Society, Nov. 18, 1958. 


MINNESOTA MINING AND 
MANUFACTURING CO. 


H. P. Buetow, president 


The fourth quarter of 1958 is expected 
to be the best in 3 M’s history. For the 
first nine months net of $1.75 a share 
equalled 1957. Third quarter profit of 
71 cents on sales of $95 million were up 
sharply from 58 in 1957 on 
$92.6 million. 

Money saving programs started dur- 
ing the depression have contributed sub- 
stantially to the improved showing. 1959 


cents 


sales are expected to be 10% above 


1958. 
Pittsburgh Society, Nov. 6, 1958. 


PHILCO CORP. 


James M. SKINNER. JR., president 


Consumer durables should improve 
during 1959. Although earnings for the 
final quarter of 1958 should better the 
39 cents in 1957, 1958 net will be under 
1957’s $4 million. Sales for 1958 should 
reach $350 million vs. $373 million in 
1957. 

On resumption of dividends, the presi- 
dent hoped that “D-day is not too far 
off.” 

Philadelphia Society, Nov. 20, 1958. 
CHAS. PFIZER & CO., INC. 

Joun E. McKEEn, president 

Earnings of $4.50 a share are fore- 
cast for 1958, an increase of about 6% 
over 1957. Sales have run ahead about 
7% and are expected to maintain this 
rate throughout 1959 to reach $222 mil- 
lion. 

Boston-Society, Nov. 24, 1958 

Y V9 
INVESTMENT COMPANY NOTES 
(Continued from page 1146) 


closed-end General Public Service Corp. 
has upped its assets another $12 million 
through a subscription offering to its 
shareholders. Underwritten by a group 
of investment brokers headed by Stone 
and Webster Securities Corp., the stand- 
by offering was completed early this 
month. Stockholders were issued rights 
entitling them to purchase the new stock 
at the rate of one share for each two 
held with an additional subscription 
privilege for shares not purchased with 
the primary rights. The current offer- 
ing is one of several made by closed-end 
companies to shareholders in the last 
few months when both Madison Fund 
and National Shares Corp. similarly 
increased their capitalizations. (T&E, 
Oct. 1958, pv. 976.) 



















The International Trust Company 


The First National Bank of Denver 


THE FIRST NATIONAL BANK 
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OF DENVER 
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HE PHILADELPHIA ELEctric Com- 
j pant incorporating with fifty other 
electric companies the High Temperature 
Reactor Development Associates, Inc., 
on November 21 made a proposal to 
build a gas-cooled, graphite-moderated 
nuclear power reactor in response to the 
recent invitation of the AEC. In this 
group are several new companies not 
previously active in any established nu- 
clear group. Legislation enacted in the 
85th Congress would have required the 
Commission to build and operate this 
reactor type, if private industry had not 
come forward. 


A year-end survey by TRusTs AND Es- 
TATES reveals that 129 electric com- 
panies are now participating in 29 pro- 
jects, including three plants in operation, 
nine plants under construction or con- 
tract and four plants in various stages 
of planning. 


Estimated total investment by utilities 
on these 16 projects is approximately 
$525 million. In addition, there are 13 
research, development and study groups 
actively engaged in the nuclear program. 


In two of the three plants in opera- 
tion, electric companies have cooperated 
with the AEC since the projects were 
begun. The third plant — Vallecitos 
(built by General Electric and Pacific 
Gas & Electric) was financed entirely 
by private industry. 


In six of the nine projects under con- 
struction or contract, electric companies 
are receiving assistance from the AEC 
under the Power Demonstration Reactor 
Program or special legislative authoriza- 
tion. The other three projects — Com- 
monwealth Edison-Nuclear Power Group 
(Dresden), Consolidated Edison Com- 
pany (Indian Point), and Pacific Gas 
& Electric Company (Humboldt Bay) — 
are being built entirely with private fi- 
nancing. 


The four projects mentioned above 
as being in various stages of planning 
are: 
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NUCLEAR ENERGY REPORT 


Developments of Investment and Commercial Interest 


PRIVATE CAPITAL PLAYS LARGE ROLE 
IN REACTOR RESEARCH 


VINCENT R. FOWLER 


Electrical 
Project & Location Reactor Capacity KW 
General Public 
Utilities Corp. 
(Saxton, Pa.) _.. Water 10,000 
New England 
Elec. System 
(New England). Not chosen 200,000 
Pacific Gas 
& Electric 
(California) _. Not chosen 200,000 
Philadelphia 
Electric Co. 
(Pennsylvania)... Gas-cooled 40,000 


Privately Financed Projects 


Following are the major details of the 
four projects built, under construction, 
or under contract which are being fi- 
nanced entirely by private capital: 


Dresden Station 


Commonwealth 
Reactor Owned By __. Edison* 
Operating Utility Same 
General 
Reactor Contractor _... Electric 
Estimated Completion 
Date Mid-1960 





Senior Vice President, Bozell & Jacobs, Inc., in charge of Nuclear Energy Division 


ing turbine-generating equipment. The 
entire project will be privately financed 
by Pacific Gas and Electric Co. 

The InpIAN Point PROJECT is being 
built 24 miles north of New York City 
on the east bank of the Hudson River. 
Con. Edison of New York will finance 
the estimated $90 million cost including 
conventional turbine-generating equip- 
ment. 

The VALLEcITOs ATOMIC POWER 
PLANT was constructed by General Elec- 
tric in Pleasanton, California. The re- 
ported construction cost was approxi- 
mately $3 million including conventional 
turbine-generating equipment, of which 
$2.5 million was contributed by GE 





Humboldt Bay Indian Point Vallecitos 
Pacific Gas Consolidated General 
& Electric Edisonof NY Electric 
Pacific Gas 
Same Same & Electric 
General Babcock & General 
Electric Wilcox Electric 
1962 1960 Operating 


*Research and development assistance is being given to Commonwealth Edison by the Nuclear 


Power Group, composed of 8 participants. 


The DRESDEN STATION PLANT will be 
about 50 miles southwest of Chicago. 
General Electric has contracted for a 
“turn-key” job on the plant for $45 
million. 


The project is being financed entirely 
with private capital as follows: 


Commonwealth will pay and 

capitalize _.__________________.__... $30,000,000 
Commonwealth will provide for 

overhead and site costs __ 6,000,000 
Nuclear Power Group will pay 

for research and development 

TE SOE ee ee OLR 15,000,000 


There is a strong probability that Gener- 
al Electric’s cost will be substantially in 
excess of the $45,000,000 contract price. 
The difference could be considered as GE’s 
contribution to construction. 


The HumBoLtpt Bay Power PLANT 
near Eureka, California, is estimated to 
cost approximately $19.5 million includ- 





(for the reactor portion) and the re- 
mainder by Pacific Gas & Electric, 
which is distributing the power. 


Study, Research and 
Development Projects 


Twelve utility groups are presently 
engaged in studying an evaluating vari- 
ous aspects of nuclear energy. The num- 
ber of participants in each venture is 
indicated and names are available on 
request. 

American Nuclear Power Associates. 2 
Atomic Power Development Asso- 


I OT EN 43 
Atomic Power Engineering Group. 13 
East Central Nuclear Group __._ 15 
Minnesota Nuclear Operations 

IRSA een ete aoe (1 ARB 2 
Nuclear Power Group 10 
Pacific Northwest Power Company 

Group a 
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Puget Sound Utilities Council . 1 
Rocky Mountain-Pacific Nuclear 
Research Group -____......... 9 
San Diego Gas & Electric Co. 2 
Southwestern Atomic Energy 
Se 
Texas Atomic Energy Research 
ENTE 


AEC 5 Year Development Program 


On July 31, 1953, the Joint Congres- 
sional Committee on Atomic Energy re- 
quested that AEC prepare an outline of 
objectives in the reactor development 
over the succeeding five years and its 
program to accomplish those objectives. 

Electric companies cooperated with 
AEC on two of these reactors by sup- 
plying conventional turbine-generating 
equipment to produce electricity from 
reactor heat. These two were Shipping- 
port (pressurized water) and Santa 
Susana (sodium graphite). 

The SHIPPINGPORT REACTOR PLANT 
is located on the Ohio River, 26 miles 
northwest of Pittsburgh. Built by West- 
inghouse and operated by Duquesne 
Light, it was completed December 2, 
1957. 

Total costs of $110 to $120 million 
were divided as follows: 

Construction costs — including 

$13 million for the first nu- 

clear core by AEC 
Duquesne’s contribution to re- 

actor construction costs 
Westinghouse’s contribution 
Duquesne’s expenditure for con- 

ventional 

equipment 
\EC research and development 

funds between 40 and 50,000,000 


$50,000,000 


5,000,000 
500,000 


turbine - generating 


17,500,000 


The SANTA SusANA PLANT is 30 miles 
northwest of Los Angeles. It cost ap- 
proximately $25 million upon comple- 
tion April 25, 1957. The major ex- 
penditure of funds has been made by 
AEC; $2,850,000 by the contractor, 
\tomics International; and by South- 
ern California Edison Co., the operator, 
$1.500,000 for conventional turbo-gener- 
ating equipment. 


Power Demonstration 
Reactor Program 


First Round Invitation 


In January 1955, AEC established a 
program to encourage industry to devel- 
op. fabricate, construct and operate 
experimental nuclear power reactors. 
The announced aim was to bring private 
resources into the development of nu- 
clear reactors and thus advance the 
time when nuclear power will become 
e-onomically competitive. 

Three projects are being undertaken 


l)ECEMBER 1958 


as a result of this invitation: Yankee 
Atomic Electric Co., Consumers Public 
Power District, and Power Reactor De- 
velopment Co. 


Yankee Atomic 
Electric Company 


Reactor Owned By ___ Yankee Atomic 
Electric Co. 


Operating Utility Same 


Reactor Contractor Westinghouse 
Electric 
Estimated Completion 


Date... .._.._ Late 1960 


The reactor being built by YANKEE 
Atomic EL Lectric Co. is located at 
Rowe, Massachusetts. When completed 
it will cost approximately $41 million 
including conventional turbine-generat- 
ing equipment plus approximately $9 
million for land, contingencies, price 
escalation through 1960, interest charges 
during construction, for a total of about 
$50 million. An additional $7 million 
will be required for preliminary opera- 
tion, fabrication of first core and work- 
ing capital. AEC will contribute $5 mil- 
lion for research and development. 

HaLLtaAM NucLeaR Power FACILITY 


will be constructed about 20 miles south 
of Lincoln, Nebraska, at an estimated 
total cost of $50 million including con- 
ventional turbine-generating equipment. 





Hallam Nuclear 
Power Facility 


USAEC 


Enrico Fermi 
Project 

Power Reactor 
Develepment Co. 
Consumers Public Detroit Edison 
Power of Nebraska 
Atomics 
International 
Conventional 
early 1961 
Nuclear early 1962 


Atomic Power 
Development Assoc. 


Late 1960 





AEC will bear preconstruction R&D 
costs of about $18 million and postcon- 
struction costs estimated at $8 million, 
covering fuel costs and extraordinary 
maintenance. 

Financing of actual construction will 
be shared by AEC and Consumers Pub- 
lic Power District with AEC paying 
about $23.8 million and CPPD about 
$5.2 million. CPPD will expend an- 
other $21 million for the site, conven- 
tional turbine-generating equipment and 
other expenses. CPPD will finance its 
share of the costs by sale of revenue 
bonds on the public market. 





Gordon A. Weller, executive vice 
president, Uranium Institute of 
America, was guest columnist in the 
November issue. Since then the AEC 
announced a new uranium-buying pro- 
gram on November 24 that produc- 
tion from reserves developed here- 
after would be purchased, between 
1962 and 1966, only as needed and at 
a price set by the Commission. 

Mr. Weller has made the following 
comment on the AEC statement: 

The new AEC uranium program is 
proving a blessing in disguise ac- 
cording to studies now in progress by 
the Uranium Institute of America, 
almost directly contrary to initial in- 
terpretations. 

The UIA studies find that the new 
program will create a market for sev- 
eral million tons more uranium ore 
than under the former program — 
that western industry will receive $2.5 
billion in mining and milling the 
uranium reserves which are now as- 
sured a market. 

Industry benefits that have become 
apparent in analysis of the new pro- 
gram are: 

1. A legally binding reaffirmation 
of the post ’62 price for uranium of 
$8 per pound of uranium oxide. 

2. A sound basis for the expedi- 
tious completion of contacts now 
pending for increased milling capacity 
for Wyoming, the Colorado front 
range and southeast Texas, as well 
as extension of existing mill contracts 
which now expire on or before March 
31, 1962. 

3. Enhancement of the indu y’s 
position in securing future capita. re- 





quirements for mine development, 
transportation equipment, and pro- 
cessing facilities. 

4. Creation of a market for ura- 
nium reserves found after November 
1, 1957, which were heretofore subject 
to serious market uncertainties. 

5. Legal confirmation of a total 
uranium market, now pegged at an 
annual gross of over $300 million per 
year for eight years — or a total of 
$2.5 billion. 

The UIA report states that elthough 
wide-spread alarm was first created 
by the withdrawal of the original buy- 
ing program for the 1962-66 period, 
this was due to lack of understanding 
of the new substitute program. 

The original plan extending urani- 
um markets beyond 1962, announced 
by an AEC press release dated May 
24, 1956, was never formalized by 
insertion in the Federal Register. 
Later the program was effectively 
nullified by a change of policy an- 
nouncement contained in an address 
by an AEC official on October 28, 
1957. 


As a result, the study report states, 
“the only guarantees to the industry, 
with the exception of three of twenty- 
three contracts for purchase of con- 
centrates, were AEC practices which 
evolved through a series of press re- 
leases, public addresses, and conse- 
quent interpretations — legality of 
which was in serious doubt.” 

By virtue of the new notice, which 
was filed with the Federal Register, a 
logically sound program is rendered 
upon which the industry can rely. 
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The Enrico FERMI PLANT, being built 
near Monroe, Michigan, about 35 miles 
southwest of Detroit, will cost something 
like $75.3 million. This amount will be 
accounted for by PRDC, APDA. Detroit 
Edison and the AEC as follows: 


Contribution of PRDC primarily 

nuclear part construction 
Contribution of APDA primarily 

BOS 2st _.... $14,065,000 
Contribution of The Detroit 

Edison Company for the non- 

nuclear portion of plant — $14,061,000 
Contribution of AEC for re- 

search and development and 

waiver of fuel use charges -$ 8,153,000 


$39,020,000 


Second Round Invitation 


In September, 1955, AEC issued its 
second invitation to develop, design, con- 
struct, and operate smaller power re- 
actors in the range of 5,000 to 10,000: 
10,000 to 20,000; and 20,000 to 40,000 
KW to individual organizations or 
groups representing private or publicly 
owned utilities, equipment manufac- 
turers, or others. 

Only three projects are being carried 
forward as a result of this invitation. 
In each project under the second round, 
AEC will retain ownership to the re- 
actors: 

Chugach Electric 
Association 

Operating Utility _..Chugach Electric 

Association 
..Nuclear Development 


Corporation 
Estimated Completion Preconstruction 


Reactor Contractor _ 


Date __._.....-- R&D: mid 1960 
Construction: 1963 
CuucacH ELectric ASSOCIATION is 


located in Anchorage, Alaska. The plant 
will cost about $19.9 million according 
to present estimates. AEC will finance 
the entire project. 

ELK River Rurat ELectric Co- 
OPERATIVE of Elk River, Minnesota, will 
finance about $1.75 million for conven- 
tional turbine-generating equipment and 
other costs of its project’s total estimated 
cost of approximately $13.2 million. The 
remaining $11.45 million will be sup- 
plied by AEC for preconstruction re- 
search and development, fabrication, 
construction and_ postconstruction re- 
search and development. 

The project of the City oF Piqua, 
Oun10, will cost about $16.3 million. 
AEC will supply a total of about $12.3 
million and the city will spend about 
$4 million for the site and equipment. 

In all three reactor projects in the 
second round, AEC will own the reactor 
and sell steam to the operating utility 
for a pre-arranged contract price which 
will be competitive with steam costs 
from conventional fuels. 
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Third Round Invitation 


AEC extended a third invitation, Janu- 
ary 7, 1957, to industry to participate 
in the Power Demonstration Reactor 
Program. No limitation was placed on 
type or size of plants, except that they 
should make a contribution io eco- 
nomical nuclear power and be com- 
pleted by June 30, 1962. (This date was 
extended by Congressional action to 
June 30, 1963, in the case of the East 
Central-Florida West Coast nuclear pro- 
ject.) 

The third round invitation identified 
two types of reactors — natural uranium 
heavy water moderated type and aque- 
ous homogeneous type — which technol- 
ogy warranted construction of large- 
scale demonstration projects. 

Three projects are being pursued un- 
der these provisions, with the number 
of participants shown, names available 
on request. Carolinas-Virginia Nuclear 
Power Associates (4), Northern States 
Power Co. (Pathfinder) (12), and East 
Central-Florida West Coast Nuclear 
Group (16). 

The CAROLINAS-VIRGINIA PROJECT 
will be constructed at Parr Shoals, South 
Carolina, about 25 miles north of Col- 





Elk River Rural 
Cooperative 
Elk River Rural 
Cooperative 
Nuclear Products- 
ERCO, ACF Inc. 
Oct. 1960 


City of Piqua 


City of Piqua, Ohio 


Atomics 
International 
July 196] 





umbia. The finished plant will cost 
about $43.9 million, of which the Caro- 
linas-Virginia Nuclear Power Associates 
will provide over $29 million and AEC 
over $14.6 million. 


Carolinas-Virgiina 


Project 
Reactor Owned By 
Nuclear Power 
Associates 
Operating Utility — South Carolina 


Carolinas-Virginia 
t a) 


sistance up to $6 million plus waiving 
fuel-use charges up to $1 million. Cen- 
tral Utilities Atomic Power Associates 
will contribute almost $3.7 million for 
research and development and Northern 
States Power Co. will pay $14.5 million 
for construction of plant plus an addi- 
tional amount for fuel elements and ex- 
cess operating costs. 

The exact site for the East CENTRAL- 
FLoripaA West Coast Project has not 
been determined, but it will be selected 
and provided by the Florida com- 
panies. It is estimated the cost will be 
between $50.2 and $56.3 million. 

The Florida group will provide $31.8 
million, the East Central utilities group 
$8.6 million, and AEC $9.9 million. 


PP&L-Westinghouse Project 


The .Pennsylvania Power and Light- 
Westinghouse proposal was submitted to 
the Joint Committee on Atomic Energy 
for consideration under the third round 
invitation of the Power Demonstration 
Reactor Program. However, some mem- 
bers of the Committee expressed doubts 
this advanced proposal would meet the 
announced criteria. AEC asked for spe- 
cial legislative authorization to continue 
with assistance to PP&L-Westinghouse 
on this project, which was given. 

This project is in two phases. Phase 
I, involving determination of technical 
feasibility, is underway. The following 
data are based on the assumption the 
project will be continued through Phase 
If (construction and operation). 

PP&L-W estinghouse 
Pennsylvania Power 

& Light 
Same 
Westinghouse Elec. 


Reactor Owned By - 


Operating Uiility 
Reactor Contractor 
Estimated Completion 





Date _. _._December 1963 
Pathfinder East Central- 
Project Florida West Coast 


Florida West 
Coast Nuclear 
Group 
Undetermined 


Northern States 
Pow er Co. 


Same 


Electric & Gas Co. 


Reactor Contractor __... Westinghouse 
Electric 


Estimated Completion Date June 1962 


CVNPA’s part of the cost has been 
apportioned as follows: 
Duke Power Company __.... 34.0% 


Virginia Electric Power Co. —... 33.5% 
Carolina Power & Light Co. __. 20.0% 


South Carolina Electric & Gas Co. 12.5% 


PATHFINDER PRoJEcT will be a part 
of the Northern States Power Co.’s sys- 
iem when completed on the Big Sioux 
River near Sioux Falls, S. D. It will cost 
approximately $23 million. AEC will 
provide research and development as- 


American Electric 
Power Service 


June 1963 


Allis-Chalmers 


June 1962 





Baltimore Gas and Electric Co. has 
joined in the research program for 1953- 
59. The project is still known, however. 
as the PP&L-Westinghouse project. 

When and if completed, the PP&L- 
WEsTINGHOUSE PRoJEcT will cost an 
estimated $107.7 million including re- 
search and development, conventional 
turbine-generating equipment and opera- 
tion for five years. Of this PP&L-West- 
inghouse will contribute $78.4 million 
and AEC $29.3 million. 
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ALUMINUM 
(Continued from page 1138) 


A dramatic preview of what the auto- 
motive industry may mean to aluminum 
producers was given by Ford Motor and 
G. M. in their contracts for molten alum- 
inum deliveries from Reynolds Metals 
Co. to their new casting plants — adja- 
cent to the reduction plants — for direct 
conversion of “pig into parts.” The Ford 
commitment provides for purchase, over 
a ten-year period, of a minimum of 
640,000,000 Ibs. from the Listerhill re- 
duction plant. Apparently the automak- 
ers share the belief in the expanding 
need for the “white metal” no matter 
whether the future cars are larger or 
smaller, and wish to assure themselves 
of the adequacy and availability in vol- 
ume that is essential to their operations. 

Electrical Application Widening 

The high conductivity of aluminum 
gives it physical advantages that have 
found application throughout the elec- 
trical industry (one pound is the equiva- 
lent of two pounds of copper as a con- 
ductor) and the price of aluminum bar 
being less than that of copper has re- 
sulted in its undisputed leadership in 
applications for cable, and increasing 
penetration in busbars, rotor metal and 
lamp bases, and recently transmission 
towers. Practically all overhead trans- 
mission lines in the country are now 
made of steel-reinforced aluminum cable, 
but this part of the business is very 
competitive and thus makes little contri- 
bution to earnings, as do castings and 
forgings and extrusions, but these are 
mostly produced by independent fabri- 
cators, Reynolds having no casting and 
forging operations and only moderate 
position in cable and extrusions. about 
two-thirds of its sales being in the more 
stable sheet and plate and foils. 

\ big potential is seen in utility and 
electrical applications both in new uses 
such as motor windings and in general 
with the growth of the utility industry 
which, it is indicated, will double its out- 
put in the next ten years. Besides, pro- 
duction costs of copper appear likely to 
increase considerably more than that of 
aluminum both in ingot and in fabri- 
cated processes. Communications may 
become a very sizeable outlet also, when 
certain technical problems are fully 
so'ved. Right now there are millions of 
pounds of all-aluminum cable wires and 
hundreds of thousands of miles on tele- 
plone poles and the tests are promising, 
especially as the price differential with 
copper increases. 

Aluminum in many forms, from pow- 
der and paint to pipe and process ves- 
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One of General Motors experimental alumi- 
num V-8 automotive engines, announced re- 
cently by General Motors, is shown being 
lowered into test car. Weighing about 30% 
less than cast iron V-8s they already have 
proven successful in laboratory and road 
tests. 


sels, is a favorite beneficiary of the 
petroleum and chemical industries. Its 
metallurgical and chemical peculiarities 
and reactions find use in such diverse 
manner as water treatment, paper mak- 
ing, food processing, medicine ingredi- 
ents, refractories and as a_ reducing 
agent in steel production and chemical 
reactions. Having served as vessels and 
tubing — as in catalytic cracking, chemi- 
cal compounding, heat exchanging and 
storage — and often taken part in the 
processing material, aluminum then 
plays a further role in transporting the 
products by drum, by tank car or by 
pipeline. 

In these as in so many other applica- 
tions, aluminum is not just one of sev- 
eral alternatives but the only satisfac- 
tory material, or the most economical 
one because of its “by-products” of cor- 
rosion resistance, handling ease, protec- 
tive qualities, and so on. Its use as the 
structural material for extension der- 
ricks that can be set up at well-head, 
then collapsed for carrying by road to 
new locations, point the way to many 
uses for temporary or movable struc- 
tures. 

It is hard to conceive of an industry 
or material with more built-in diversi- 
fication. The industry is eyeing use of 
aluminum for bridges, a field tradition- 
ally reserved to steel, but even steel 
bridges are painted with aluminum. A 
manufacturer makes glass or wood or 
metal goods — and uses aluminum con- 
veyors, packing skids, hand trucks and 
other material-handling equipment. A 
company produces textiles, or chemicals 


or precision machinery — and uses 
aluminum parts in the automated con- 
trol equipment. The farmer uses portable 
aluminum (or plastic) irrigation piping 
and power saws, the housewife uses a 
vacuum cleaner, air-conditioner, heater, 
washer, refrigerator, all with major ele- 
ments of aluminum. After work there is 
the rustproof, attractive house or lawn 
furniture ready to enjoy, and easy to 
move. The man of the house takes his 
aluminum ladder to hang an aluminum 
screen or put up the TV antenna, or to 
put up an aluminum lamp he has made 
in his home workshop with aluminum- 
parts machines and do-it-yourself strips. 
Junior carries his pocket-size radio up to 
his room, heated by an all-aluminum 
radiator, or takes his camping outfit to 
the picnic, riding his aluminum bicycle, 
or scooter, and (citified or countrybred) 
probably eating his foil-wrapped lunch 
while drinking from his self-insulated 
aluminum canteen. 

These items are the product of thou- 
sands of independent fabricators, but 
they in turn all look to the handful of 
primary producers of this most versa- 
tile of materials, aluminum, and are anx- 
ious to take up the slack in production 
capacity. And Reynolds Metals, like its 
major competitors Alcoa and Kaiser, 
are doing all they can to aid these thou- 
sands of “sales forces” by plant and field 
training classes, promotion demonstra- 
tion and materials and advertising. And 
now, with color anodyzing perfected, 
those end products will be brought to 
you live, and in color, or in its natural 
and extremely amiable state for making 
a canoe or building a skyscraper. 


Capital Requirements Run High 


The rapid rise in demand for alum- 
inum has required immense sums of new 
capital industry-wide for new and en- 
larged facilities and for replacement of 
existing plant and equipment. Planning 
new capacity calls for nice judgment of 
future demand based upon projeciions 
of past experience in industry trends 
with addition of such factors as high 
construction costs and time lag. The fact 
that short-term decline in demand can 
create temporary excess capacity, such 
as now exists, is taken in stride in this 
dynamic industry. Nonetheless, compar- 
able per-ton construction costs five times 
as great as for new steel mills call for 
planning reasonably close to the bull’s- 
eye. 

During 1957, Reynolds spent about 
$115 million for plant and equipment 
account which, according to Mr. Krey, 
will rise to around $130 million in the 
current year. 1959 will see a total esti- 
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mated around $80-$90 million and the 
end of next year should mark the com- 
pletion of the new reduction plant on 
the St. Lawrence Seaway at Massena, 
N. Y. After that date, present thinking 
indicates an annual outlay of around 
$35 million primarily for improvements 
and enlargement. 

Depreciation charges totalled nearly 
$21 million in 1957 and are due to be 
around $27.5 million this year. In 1959 
and 1960, depreciation will be in the 
area of $30 million and $37.5 million, 
respectively. 

The company’s long-term debt is ap- 
proximately $370 million, representing 
about 49% of capitalization. Sinking 
fund installments starting in 1961 are 
planned to retire all outstanding bonds 
by maturity, while existing bank indebt- 
edness should be liquidated by 1962. The 
bonds are secured by a mortgage on sub- 
stantially all company property, plant 
and equipment in this country, as well as 
the capital stock of eight consolidated 
subsidiaries. The retirement schedule for 
existing obligations shows an indicated 
peak of $28-26 million in 1961-4, after 
which annual outlays will fall into the 
$16 million range, a figure well within 
prospective depreciation charges. Re- 
strictive provisions limit payment of 
common stock dividends to 75% of con- 
solidated net earnings after January 1, 
1956 and also stipulate minimum net 
current asset maintenance of $85 mil- 
lion. Stockholders’ equity stands at $315 
million and there are reserves of $67 
million set aside to meet estimated fu- 
ture tax liability. 

In the 1948-57 decade, revenues of 
Reynolds Metals staged a perpendicular 
rise from $150 million to $451 million; 
1958 may approximate the maximum 
volume of 1957. With one exception 
(1949) each year of the period has 
shown larger volume and the dynamic 
expansion pattern which has character- 
ized this industry shows no sign of de- 
teriorating, in the opinion of Reynolds 
officials. New capacity now built or in 
process will make this versatile metal 
available to many markets which found 
it in short supply in the past and turned 
to other materials. Industry-wide opera- 
tions are now at about an 81% rate, Rey- 
nolds at 88%. 

According to figures covering the first 
nine months of 1956 presented by the 
Government in a suit, Reynolds had low- 
est combined mill costs of 13.63 cents 
per pound vs. Alcoa’s 13.82 and Kaiser’s 
14.28 cents. These figures represented 
raw material, power and manufacturing 
costs. Aluminium, Ltd. is considered the 
lowest cost producer in this hemisphere 
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due to an exceptionally low power fac- 
tor in Eastern Canada. 


Expansion Calls for Conservation 


During the same ten year period end- 
ed in 1957, after-tax profits fluctuated 
from 4.4% low (1949) to 10.1% high 
(1957), with an average of 7.19%. The 
profit ratio in 1957 of 8.4% (compared 
with the record 10.1% in 1956) on in- 
creased sales volume, was due to in- 
creased tonnage in pig aluminum ship- 
ments as again fabricated goods. Ac- 
cording to Mr. Krey, substantial ship- 
ments of pig were handled in 1958, com- 
merial business increasing to replace de- 
clining deliveries to government stock- 
pile. 

For the first nine months of this year, 
profits were approximately $28 million, 
or $2.39 per share, a shade better than 
in 1957. With indications for the fourth 
quarter about equal to the third quarter, 
or slightly better, final results may not 
be far from those of 1957. Seasonal fac- 
tors are of comparatively slight signifi- 
cance in the aluminum business. 

Net profits have kept pace generally 
with the upward march of volume and 
even tended to improve through 1955-57 
but the rewards to the common share- 
holders (22,000 preferred and common 
owners at the end of 1957) have been 
quite slender on a cash basis. as com- 
pared with the rule-of-thumb 50% pay- 
out in industrial companies. The equity 
holders in the last ten years have re- 
ceived about $36 million in cash divi- 
dends out of total net profits of around 
$209 million, slightly under 18% of the 
pie, but these have been supplemented 
with five stock distributions and rights 
to purchase new shares. 1958 dividend 
payout rate will be the same as 1957, 
although payout will be higher because 
of new equity financing in 1957 and a 
stock dividend in 1958. 

Long-term holders obviously have no 
cause for regret from the viewpoint of 
capital enhancement. However, the pros- 
pect of still broader horizons for new 
capital commitment and the need to re- 
duce debt spell continuation of present 
restrictive dividend policy for the fore- 
seeable future, although Mr. Krey ven- 
tured the jocular observation to a query 
about payout ratios after 1960 that he 
doubted that they would be less than 
those of 1958. 


A & A 


Costs and Fees Discussed 


The cost of doing business must be 
the basis upon which fair fees are de- 
termined and a margin of profit assured, 


Leonard L. Rynski, C.P.A., of Detroit 


told the Michigan trustmen who attend- 
ed the annual autumn Trust Conference. 
He discussed salary costs, other direct 
expense and bank overhead. To these 
costs should be added the desired mar- 
gin of profit in arriving at fees. Trust 
officers and employees should keep a 
daily diary of chargeable and non- 
chargeable time, and fees for individual 
accounts should be based on chargeable 
hours to the extent possible. 

Costs and fees by types of business 
are important to the trust officers, Mr. 
Rynski noted, and provide information 
regarding profitable and unprofitable 
divisions, margin of profit, excessive 
expenses, inadequate fees, concentration 
of business and trends over a period of 
time. The talk included exhibits of typi- 
cal trust cost accounting. 


A A A 


Banks’ Christmas Bonus 
Replaced by Profit Sharing 


The profit sharing plan of Bank of 
Delaware, Wilmington, in effect for the 
first time this year, replaces the usual 
Christmas bonus. The amount set aside 
is determined by net operating earn- 
ings, cash dividends paid to stock- 
holders, and a percentage of the base 
pay of employees. The greater part will 
be distributed in cash annually to all 
full time employees, the balance for dis- 
tribution upon retirement, subject to cer- 
tain withdrawal privileges. 

Another profit sharing fund that re- 
places the Christmas bonus is that of 
Union Bank, Los Angeles, which also 
went into effect this year. It is divided 
between two funds. Fund A _ receives 
814% of a year’s salary, after applica- 
tion of a profit sharing formula. This 
money is used to buy Union Bank stock 
and the directors have made available 
treasury stock for this purpose at an 
advantageous price. Initially all em- 
ployees became participants, but there- 
after three full years of service were 
required for eligibility. Benefits are 
vested immediately and are payable on 
termination, retirement or death. 

Fund B provides for profit sharing on 
various percentages geared to the level 
of bank earnings. This money is in- 
vested in the California Bankers Asso- 
ciation Profit Sharing Plan, of which 
Union Bank is trustee. Benefits are 
vested over a 12-year period with a 
usual forfeiture clause applicable in the 
event of termination before that time. 
but are fully vested in the event of 
retirement or death. Under the two 
Funds it is possible for an eligible e:n- 
ployee to receive an additional 15% of 
his salary on a deferred basis. 
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PENSION and PROFIT SHARING . DIGEST 


HILARY L. SEAL 


Morss, Seal & Bret; Lecturer in Statistics, Yale University 


FURTHER CONSIDERATION OF PENSIONS IN AN INFLATIONARY ERA 


EADERS OF THIS COLUMN WILL HAVE 
R noticed how frequently we revert to 
the problem of the actual, and the would- 
be, pensioner in an inflationary era.* 
This is partly because we think there is 
a workable solution and partly because 
the subject is in the forefront of discus- 
sion wherever pension problems are 
adumbrated. So let us reopen the matter 
by reporting on another meeting where 
cost-of-living increases were discussed 
in relation to pensions, and then go on 
to expound some of our own views on 
the subject. 


The Council on Employee Benefit 
Plans 


The Council on Employee Benefit 
Plans held its twelfth annual conference 
at the Hotel Commodore, New York, on 
October 16-17. After the “Keynote ad- 
dress” —Inflation, Labor Relations, Gov- 
ernment—by Dr. William W. Tongue of 
the Jewel Tea Co., a three-member panel 
convened to discuss “Inflation, a Chal- 
lenge to Retirement Incomes.” 

The first speaker was Arthur J. 
Meuche, Vice President of the Chemical 
Corn Exchange Bank, whose subject was 
“Periodic Revision of an Existing Retire- 
ment Plan.” Mr. Meuche emphasized that 
a pension plan is a dynamic system and 
that by no means all its amendments 
are due to inflation. On the other hand 
typical inflation-due amendments are: 
(1) changes from a “career average” to 
a “final salary” compensation base, (2) 
changes from a plan based on the ac- 


cumulation of x% of compensation 


throughout each individual’s service 
(known as a “money-purchase” system) , 
and (3) changes to take recognition of 


social security increases. 

Meyer Melnikoff, Associate Actuary of 
The Prudential Insurance Company, then 
explained “The Variable Annuity” and 
demonstrated how it would have worked 
in the’ past by means of several illumi- 
nating charts. The speaker also reviewed 


See June, 1956, May, 1957, and February and 
April, 1958. 
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very briefly the current arguments for 
and against the writing of variable an- 
nuity contracts by the major life insur- 
ance companies. It will be remembered 
that the Prudential has sponsored a New 
Jersey bill to permit it to issue such 
policies. 


Lastly, R. L. Yake of Towers, Perrin, 
Forster & Crosby, Inc., spoke on “cost- 
of-living pension plans.” The speaker 
argued that the method of “periodical 
updating” of benefits under a career- 
average plan, while appropriate in times 
of slight inflation, was apt to be too 
irregular and too slow in counteracting 
a continuing inflationary trend. On the 
other hand one of the principal dis- 
advantages of a variable annuity is the 
occurrence of short-term deviations be- 
tween movements in the cost-of-living 
indices and the market values of an 
equity portfolio. Thus from the em- 
ployee’s viewpoint these two “solutions” 
are only first steps towards a pension 
linked directly to some cost-of-living 
index. 


The rather lukewarm acceptance of 
such plans by industry has been due, 
Mr. Yake thinks, to the employer’s fear 
of adopting a pension plan with an in- 
definite future. To see whether such an 
attitude is justified on the basis of past 
results, Mr. Yake prepared some charts 
to show what would have happened to 
an employer starting in business in 1937 
with a pension fund invested 50% in 
(average) equities and 50% in bonds. 
It was shown that the increases in the 
pension fund assets of such an employer 
would have been behind the rise in the 
BLS Consumer Price Index until 1954. 
Mr. Yake accordingly proceeded to con- 
sider a plan in which pension liabilities 
(and thus the pension themselves) would 
not be increased by more than the 
amount that caused the aggregate liabili- 
ties to exceed the then assets by more 
than 10%. The effect of such a plan 
would have been to “level off” pensions 
during (short) periods when the cost- 


of-living was rising, but the employer 
would never have had qualms about the 
ability of his fund to meet future pen- 
sions. 


How Actuary Can Help Employer 


A point that is seldom given its due 
weight in discussions about inflation is 
that automatic allowance can be made in 
the actuary’s cost calculations for cost- 
of-living increases which are to be re- 
flected in higher pension payments. Such 
increased pensions may be implied by 
the now-common use of “final” compen- 
sation as a pension base or may be ex- 
plicitly required under a cost-of-living 
provision in the plan. 

In making such an allowance all the 
actuary has to remember is that, for 
example, a 2% annual increase in the 
cost-of-living is equivalent to a reduction 
of 2% in his interest-plus-capital-gains 
assumptions. This point was covered at 
some length in the May, 1957, column. 
Let us accept, too, the thesis that such 
a 2% annual cost-of-living increase will 
be matched over long periods of years 
(say 30-40 years) by parallel increases 
in the market values of averagely good 
equity investments. The long period re- 
quired for parallelism is no worry to the 
actuary whose cost calculations cover 
at least as long a period. 


Quite obviously the actuary’s valua- 
tion assumption about the net-after-infla- 
tion rate of interest to use will depend 
on: 


(i) The long-term average propor- 
tion of equities to be included in the 
fund’s investment portfolio; 

(ii) The average annual rate of 
increase in the future cost-of-living; 

(iii) The long-term average fu- 
ture yield of fixed-interest securities; 

(iv) The long-term average fu- 
ture dividend yield of newly-pur- 
chased equities. 


Note, particularly, that if the capital 
appreciation of an equity portfolio is 
assumed to be equivalent to the increase 
in the cost-of-living, each year’s interest 
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yield of equity investments must be 
based on the market values of such in- 
vestments. This requirement is expressed 
in (iv) above. 

Let us consider, first, item (ii), the 
rate of increase in the cost-of-living. In 
April we commented that some of Dr. 
Leo Barnes’ remarks at an American 
Pension Conference meeting implied that 
he anticipated a future inflationary trend 
of 2% per annum. Another economist, 
Professor Roger F. Murray of Columbia 
University, recently went on record with 
the view that the annual rise “is un- 
likely to exceed 1% or 2%.”* On the 
other hand the rate of inflation during 
the past 10-15 years has certainly been 
closer to 3% than to 2%. Let us, there- 
fore, use the two alternatives 2% and 
3% in our illustration. 

We think there would be little criti- 
cism of a choice of 3% as the net long- 
term average future yield of fixed- 
interest securities. However, the yield- 
on-market of common stocks is more 
liable to fluctuations and it is difficult to 
relate it to the yield of fixed-interest se- 
curities. Perhaps two divergent schools 
of thought might be encompassed by our 
making the alternative assumptions: (a) 
that equities average no better than long- 
term fixed-interest securities; and (b) 
that this average is 1% a year greater. 

With the preceding assumptions we 
can calculate the “proper” interest rate 
to be used by the actuary in his estimate 
of a company’s pension costs. This varies 
with the proportion of equities carried 
in the investment portfolio and works 
out as shown in the table below. For 
example, a 50:50 trust fund could ex- 
pect a long-term yield of 3%.on assump- 
tion (a) and 344% on assumption (b). 
Its average rate of capital appreciation 
would be half that of a fund invested 
wholly in equities and would thus be 
1% in a 2% era of inflation and 114% 
when the cost-of-living is rising at the 


*TRUSTS AND ESTATES, Nov. 1958, p. 1055. 





Long-term mean 


Ratio of equities yield on cost or 





Long-term rate of 
capital apprecia- 


Maximum interest rate to be used 





to fixed-interest in book values} tion? in actuarial valuation 

pension fund (a) (b) (1) (2) (la) (2a) (2b) (1b) 
0 : Al 8% 38% 0% 0% 1% 0% 0% 1% 
a: 2 @ 3 3% Ye 4 1% % i 1% 
: ea 3 344% % 1 1% 1 1% 2 
Py ¢ 2 3 3% 1 1% 2 1% 2 2% 
$:14 3 3% 1% 2 2Y, 2 2% 3 
nie. a 3 3% 1% 2% 2% 2% \3 3% 

All =: ® 3 4 rs 3 3 3 4 4 
eT re securities assumed to yield 3%; equities to yield (a) 3%, (b) 4%. 
tEquities assumed to appreciate at the rate of (1) 2%, (2) 3% per annum. 
rate of 3% per annum. In order, there- mission against Discrimination pub- 


fore, to grant pensions tied to a cost-of- 
living index an employer should con- 
tribute on the basis of actuarial calcula- 
tions made at 114%-214%, depending 
on his views about the future (see table). 


Thus, if assumptions (1) and (b) 
turned out to be correct in the long run, 
an employer with a fund invested 50% 
in equities could only maintain a “level” 
cost rate over the years if his actuary 
valued at 214%. Pursuing this idea we 
have indicated in the table the condi- 
tions under which a 3% (or higher) 
actuarial valuation would be justified. 
For example, if an employer: 


(i) believes that equities yield 1% 
a year more than fixed-interest se- 
curities; 

(ii) thinks that inflation will only 
amount to 2% a year (or less); 


he can invest as little as two-thirds of 
his portfolio in equities and base his 
contributions on a 3% “interest” as- 
sumption. This conclusion reveals how 
optimistic actuaries (and their clients) 
are who use a 3% valuation rate on a 
cost-of-living pension plan with only 
50% (or less) of its assets invested in 
equities. The difficulty of providing for 
cost-of-living pensions from a portfolio 
invested largely or wholly in fixed-inter- 
est securities may be seen from the table. 


“Age” Provisions in N. Y. 
Discrimination Law 


Last July the New York State Com- 
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lished certain rulings on the “age” pro- 
visons in the N. Y. State law against 
discrimination.* These rulings are “in- 
tended as ‘working presumptions’ in 
carrying out the purposes of the law” 
and include several relating to com- 
panies’ retirement plans. 

It will be remembered that the New 
York law prohibits discrimination be- 
cause of age in connection with employ- 
ment or union membership. It is, for ex- 
ample, illegal to refuse employment to 
an individual merely because he is over 
age 60. On the other hand there is no 
“age” discrimination if such a refusal is 
based on bona fide occupational or 
physical qualifications that are not satis- 
fied by the individual. 

The Commission’s rulings on the law 
make it clear that a company may not 
establish a policy of compulsory retire- 
ment at age 60 unless it can prove that 
this age has been based on the special- 
ized nature of the work required (e.g. 
that of airline pilots). However, if the 
company established a bona fide retire- 
ment policy or a pension plan prior to 
July 1, 1958, which provided for com- 
pulsory retirement at age 60, this will 
not be deemed unlawful and the com- 
pany may continue this age-60 retire- 
ment policy in future. This means that, 
in general, all new pension systems estab- 
lished by New York companies must use 
a compulsory retirement age of 65 or 
later. Other rulings include: 

(a) Maximum age provisions for 
eligibility for coverage by a company’s 
plan: These are lawful but may not 
be used to prevent the hiring of indi- 
viduals over such maximum age. 

(b) Maximum hiring age deter- 
mined by pension costs: This argu- 
ment will only be accepted if it can 
be demonstrated that “the increase in 
costs (on account of hiring employees 
over the specified age) will be so sub- 
stantial as to materially affect the 
terms and provisions of the plan.” 

(c) Insurance coverages: These 
may vary with age without infringe- 
ment of the Discrimination law. 


*Rulings interpretive of the “Age’’ Provis:ons 
of the New York State Law against Discrim ‘na- 
tion. N. Y. State Commission against Discrim'na- 
tion, 270 Broadway, New York 7. 
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OUTSTANDING PROGRAM AT 
NEW JERSEY TRUST CONFERENCE 


RUSTMEN AT THE 30TH ANNUAL 
7 and banking conference of the 
New Jersey Bankers Association, held in 
Ocean City November 19, witnessed an 
illustrated talk on estate planning by 
John J. Buckley, vice president, estate 
planning department, Provident Trades- 
mens Bank & Trust Co., Philadelphia. 

A good estate plan arranges one’s 
property to accomplish the most good 
during the owner’s life, as well as after 
his death, Mr. Buckley pointed out. The 
focal point of the testamentary aspect of 
planning is to get the plan incorporated 
in the owner’s will in coordination with 
his other property not controlled by 
will — life insurance and joint property 
of husband and wife. The speaker dis- 
cussed what happens if there is no will 
and the importance of an attorney-drawn 
will appropriate to one’s own situation. 

The tax problem was then investi- 
gated. Real estate, life insurance, busi- 
ness interests, marketable securities and 
cash can add up to a tax problem that 
really needs planning. The marital de- 
duction and the prevention of duplicate 
taxes at the spouse’s death were dis- 
cussed as the two principal methods of 
tax saving. Actual cases showed the im- 
pact of Federal estate taxes on typical 
estates and how savings can be obtained. 
Planned gifts during the owner’s life 
were presented as another way of getting 
more after-tax income for the family, 
and the dangers of jointly held property 
were portrayed. 

Property can sometimes find its way 
to beneficiaries who are total strangers. 
The advantages of a trust to control dis- 
tribution of property to the owner’s own 
family were presented, as well as the 
necessity for enough flexibility to meet 
changing economic conditions and needs 
of beneficiaries. 

Finally Mr. Buckley summarized the 
permanence, financial responsibility, ex- 
perience, group judgment and economy 
to be obtained through a competent cor- 
porate fiduciary. 

The opening address on the program, 
presided over by Kenneth J. Storms, vice 
president and trust officer of Hackensack 
Trust Co., offered an unusual approach 
to the subject of short term trusts. John 
M. Grotheer, estate planning officer at 
The Chase Manhattan Bank of New 
York, described some pitfalls in con- 
sidering the use of such trusts for tax 
Saving purposes. His paper will be 
published in the next issue. 

In an informal presentation, G. Nor- 
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man Widmark, of the Newark law firm 
Widmark & Goldberg, reviewed the tax 
problems of executors. 

The afternoon session was devoted to 
a panel on investments. Trustee invest- 
ments should include fixed-income hold- 
ings, supplemented by equities which 
will keep step with or outpace the march 
of inflationary forces, said Charles W. 
Clark Il, vice president, Fidelity Union 
Trust Co., Newark. A substantial stock 
holding in natural resource or growth 
companies is indicated because of the 
prospect of indefinite defense spending 
and foreign aid, plus the myriad other 
government programs, as well as pres- 
sures for constantly rising labor wage 
scales. Outright inflation can be avoided 
by close control of spending but over- 
all pressures appear to favor the easy 
way. 

Mr. Clark pointed out, however, that 
there are some attractive hedges against 
possible inflation even in the bond lists, 
where municipal or other obligations can 
be had at substantial discounts from par. 
Selected bonds and preferred stocks with 
conversion features likewise offer oppor- 
tunities to enhance one’s capital. 

Robert J. Lounsbury, vice president 
and investment officer, First Camden Na- 
tional Bank and Trust Co., remarked 
that the rapid turnabout in interest rates 
during this year had, in many instances, 
whipsawed investment decisions affect- 
ing bank portfolios. In their desire to 
increase income by lengthening maturi- 
ties, some banks now have book losses 
and the 1959 outlook for continuing firm 
interest rates does not suggest that a re- 
versal is in store unless money policies 
are vigorously adopted. 

Community banks can render good 
trust investment service, given a con- 
fident mental approach backed by co- 
operation of officers and directors, plus 


some outside aid, in the opinion of Her- 
bert A. Trucksess of Studley, Shupert & 
Co., Inc., specialists in trust advisory 
counseling. Through background and 
associations, trustmen are in a favored 
position to make sound decisions. 

The major problem is to determine 
the investment objective for the indi- 
vidual account in order to gauge the 
proper proportion of equities, which Mr. 
Trucksess expressed as ranging from 
two thirds high to one third minimum. 
Accounts falling outside of these _per- 
centages call for placing the evidence on 
file for future reference. Pension and 
profit-sharing trusts with periodic inflow 
permit flexible policies but small ones 
can be troublesome through lack of di- 
versification. Agency accounts should be 
restricted to those which fall into the 
long-term trustee viewpoint. 

Common funds are a practical solu- 
tion to handling small trusts and the use 
of a fixed-income fund with an equity 
fund is becoming more popular, said Mr. 
Trucksess. He likewise expressed the 
thought that the number of accounts for 
total participation, rather than the dollar 
total, should be the criterion. 


It is also imperative to restrict the 
number of security holdings in a mod- 
erate-sized department through control 
now and in the future, which means use 
of an approved list. Here the coopera- 
tion of the Trust Committee is para- 
mount. He suggested division of securi- 
ties into three groups: high-grade, 
middle ground and candidates for sale. 
Through annual review and elimination 
of third group stocks when feasible, in- 
cluding those held in one account alone, 
real progress can gradually be effected 
in simplification of investment functions. 


A A A 


® Carroll R. West, vice president and 
manager of the public relations division 
of Title Insurance and Trust Co., Los 
Angeles, was elected president of the 
Public Relations Society of America. 
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ESTATE PLANNING COUNCIL ACTIVITIES 


Central Arizona — On November 3 
Willis F. McMartin, C.L.U., spoke on 
“Insured Retirement Plans — What and 
Why.” 

Fresno — On October 28 Richard H. 
Forster, Los Angeles attorney, spoke on 
“Current Developments in Corporate- 
Owned Life Insurance.” 


Fresno — On November 25 Walter N. 
Nossaman, Los Angeles attorney and 
California legal editor for Trusts AND 
Estates, spoke on “Important Elements 
in Planning an Estate.” 


Boulder — On November 19 William 
J. Bowe spoke on “Recent Cases Affect- 
ing Business Purchase Agreements.” 

Connecticut — On November 5 Pro- 
fessor Arthur M. Okun, department of 
economics, Yale University, spoke on 
“Lessons of the Recession.” Professor 
Okun is a part-time researcher for the 
Rockefeller Foundation in the field of 
economic forecasting. 


New Haven — November 3 was a 
doubleheader. David W. Clark, Jr.. 
C.L.U., Aetna Life Insurance Co., dis- 
cussed “Social Security Changes” with 
special reference to survivor and retire- 
ment benefits. Irving Stroh, attorney, 
and Samuel Glazer, C.P.A., presented 
“The Technical Amendments Act of 
1958.” 


Hawaii — On November 20 the dis- 
cussion of the “Estate Planning Prob- 
lems of Mr. Jones” was continued by a 
panel consisting of: Frank D. Padgett, 
attorney; Richard Keigley, C.P.A.; Dean 
Witt, trust officer (assistant treasurer of 
Cooke Trust Co., Ltd.); and Q. L. 
Ching, life insurance, as at the October 
meeting. Copies of the balance sheet and 
statement of earnings of Mr. Jones’s 
“Acme Extorsion Co., Ltd.” were given 
to the audience for fuller participation 
in the discussion. 


Indianapolis — On November 20 the 
speaker was Willard A. Weiss, Cleveland 
actuary and pension plan consultant. 
Special visitors included Judge Morton 
P. Fisher of the Tax Court of the United 
States, members of the Regional Coun- 
sel’s office and members of the Pension 
Trust Division of the Director’s Office. 


Des Moines — On November 3 Gerald 
Chinn discussed “Property Pitfalls of 
Planning Pettifoggers.” 


Louisville — On November 20 the 
new estate.tax regulations were dis- 
cussed by Charles» M. Gipperish and 
George D. Caldwell. 


Boston — On November 13 the Coun- 


cil joined with the Boston Chapter, Char- 
tered Life Underwriters, to hear Edwin 
M. Jones on “Estate Planning for the 
Businessman.” Mr. Jones is counsel for 
New York Life Insurance Co. and chair- 
man of the Section on Taxation, Insur- 
ance and Annuities Committee of the 
New York State Bar Association. 


Buffalo — On November 18 William 
B. Lawless, Jr., attorney, discussed “The 
Short Term Trust.” The following of- 
ficers were elected: Pres. — Evan Frye, 
assistant trust officer, Liberty Bank; 
Vice Pres. — William Wadsworth, gen- 
eral agent, New England Mutual Life 
Insurance Co.; Sec. — Rudolph W. Gra- 
bau, trust officer, Marine Trust Co. of 
Western New York; Treas. — Christo- 
pher A. Carr of Prudential Insurance 


Co. 


Rochester, N. Y. — On November 5 
Joseph H. Murphy, professor of law, 
Syracuse University School of Law, 
spoke on “The Effect of New Estate Tax 
Regulations and 1958 Technical Amend- 
ments Act on Estate Planning.” 


Cleveland — ”Society of Estate Ana- 
lysts’” — On November 10 this organi- 
zation heard Charles Landefield, at- 
torney, speak on estate administration. 


Dayton — On November 13 Milton J. 
Rappoport of the Great-West Life Assur- 
ance Co., Cincinnati, discussed the use 
of estate planning techniques as a sell- 
ing aid for life insurance. (See p. 1175.) 


Pittsburgh — On November 3 two 
speakers enacted a program entitled 
“Would you like to be Your Best 
Friend’s Executor?” C. W. Bowser of 
Aetna Life Insurance Co. portrayed the 
surprised and bewildered executor. E. 
A. Hill, assistant vice president of Mel- 
lon National Bank, represented the ad- 
vice and counsel offered from the back- 
ground of expert trust administration. 


Madison—On November 17 the Coun- 
cil heard Jackson L. Boughner on “In- 
come and Estate Tax Aspects of Estate 
Planning.” Mr. Boughner is a Chicago 
practicing attorney and C.P.A. as well 
as the author of numerous articles in 


this field. 


Toronto — On November 4.a panel of 
speakers discussed “An Analysis of Vari- 
ous Aspects of a Specific Estate in te 
Light of the Provisions of the Estate 
Tax Act.” Panel members were: Reg 
Kayler, life insurance; Elgin Cout's, 
law; Jack Punchard, accounting; Arno'd 
Kennedy, estates and trust administ: 3- 
tion. 
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TRUST CONFERENCE 
(Continued from page 1107) 

It can reasonably be said that the “in- 
surance” being bought is against devia- 
tions within the present level of mortal- 
ity. It has been estimated that a 10 per 
cent change in mortality experience 
could ordinarily be offset by an addi- 
tional half of 1 per cent in yield from 
investments. It has also been estimated 
that where 100 or more employees are 
covered by a trusteed pension plan, the 
risk of adverse deviation over a reason- 
able period of time is not significant. 

How reliable, then, are the figures of 
independent consulting actuaries servic- 
ing trusteed plans? Considerably more 
than half of the pension assets totaling 
$35-billion are being administered un- 
der their advice. Historically, they have 
had as large a background of actuarial 
experience supervising pension reserves 
as any other group specializing in the 
actuarial profession. They have ready 
access to all of the statistical informa- 
tion and professional thinking available 
to the members of the Society of Actu- 
aries in this country and other such so- 
cieties abroad. If the results of their cost 
figures are lower than the premiums for 
comparable insured pensions, such is 
not due to lack of knowledge or ability 
but to the fact that they are able to cal- 
culate with respect to current expecta- 
tions of mortality, interest, and turn- 
over, without providing a hedge or mar- 
gin for guaranties of payment or higher 
administrative cost. 

The feature of no fixed payment is 
probably the basis for the increasing 
popularity of the profit-sharing  retire- 
ment plan. Another point of attraction 
is incentive to the participants. Still an- 
other favorable point is the real interest 
of the younger employees who usually 
are indifferent to the dim far-off future 
age of 65. An additional point is that 
most profit-sharing retirement plans pro- 
vide that the total amount to the credit 
of an employee is payable to his bene- 
ficiary upon his death. Some urge that a 
further favorable feature is the benefit 
payable to employees who are involun- 
tarily separated from the company after 
long service but before death, disability, 
or normal retirement age. However, it 
should be pointed out that this feature 
(together with the one just mentioned 
about death benefits) often makes a 
profit-sharing retirement plan more ex- 
pensive to a company in the long run 
than a pension plan, if any degree of 
turnover (or deaths) among long-partici- 
peting employees occurs in the com- 
pony. 

\ disadvantage of the profit-sharing 
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type of retirement plan is the difficulty 
of providing adequately for employees 
approaching retirement in a short num- 
ber of years after the establishment of 
the plan. This disadvantage can be cush- 
ioned to some extent by a process known 
as “weighting.” There are a number of 
forms of weighting, but in principle they 
merely involve the multiplication of the 
amount of credit which would ordinar- 
ily be allocated annually to older em- 
ployees by a factor that is relative to 
the number of years before retirement. 
It should be borne in mind that weight- 
ing, in practice, would have the result of 
discrimination in favor of the higher 
paid or key men in the company. 

There is no substitute for a trust in a 
profit-sharing plan with deferred bene- 
fits, and there is no substitute for a 
competent trustee of such a trust. Too 
much conservatism in investments may 
penalize the participants’ potential share 
in the earnings and growth of the em- 
ployer or other successful corporations 
during the period of their participation 
in the plan. On the other hand, the trus- 
tee will be in for a large measure of criti- 
cism and perhaps surcharge if, through 
too liberal investment policies, a sub- 
stantial part of the contributions is lost 
in a declining market. A trust institution 
acting as trustee of such trusts not only 
has responsibility, and perhaps obliga- 
tion, in the direct settlement of the shares 
of participants, but the reputation of the 
institution is being exposed throughout 
the duration of the trust to a substantial 
(and in many cases, new) cross section 
of people whose goodwill is essential to 
the prestige and growth of the institu- 
tion. 

Trust institutions in the United States 
are administering about 60 per cent of 
the $35-billion which have already been 
set aside by corporations as retirement 
reserves institutions are 
doing a good job both as to safety of 
principal investment and _ reasonably 
high annual yield. They have gained the 
respect and confidence not only of thou- 
sands of employers who are direct custo- 
mers but also of millions of employees 
who are beneficiaries of these 
trusts. 


because trust 


mass 
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@ The 28th Mid-Continent Trust Con- 
ference of the American Bankers Asso- 
ciation will be held November 5-6, 1959, 
at the Statler Hotel in Detroit, Michigan, 
it was announced this month. The Con- 
ference will bring together trustmen 
from Arkansas, Colorado, Illinois, In- 
diana, Iowa, Kansas, Kentucky, Louisi- 
ana, Michigan, Minnesota, Missouri, Ne- 
braska, North Dakota, Ohio, Oklahoma, 
South Dakota, Tennessee, Wisconsin. 








SOTHEBY'S of LONDON 


34 New Bond Street, London 


~~ 


Established 1744 


~ 


The world’s oldest and today 
most widely experienced 
AUCTION HOUSE 
for pictures, works of art, silver, 
antique jewellery, porcelain, 
books and manuscripts. 


~~ 


1957/58 turnover was again over 
eight and one-half million dollars, 
with a substantial percentage of 
American consignments, which can 
now be PAID IN DOLLARS. 


~~ 


Full particulars of 
low commission terms 


(10%-15%) 
and specimen catalogues 
' on application to 
34 New Bond Street, London 
or 61 Broadway, New York 
(Bowling Green 9-0765) 











Pittsburgh’s 
Oldest 
Trust 

Company 


Established 1863 


Shinky 


PEOPLES 
FIRST 





PEOPLES FIRST 


NATIONAL 
BANK & TRUST COMPANY 


Pittsburgh 30, Pa. 








1167 









Increasing Spendable Income 


By Gifts to Charity 


LEON B. BROWN 


Armstrong & Brown, Los Angeles, California 


VERY WEEK OR SO SOME CHARITA- 
ble, educational, or other tax-ex- 
empt institution sends me a_ brochure 
containing a table which shows that a 
contribution of $1,000 will cost me only 
$90 if my taxable income is $200,000 
per year, and that even if my income 
is a mere $100,000 the gift will cost me 
only $110. I must confess that these 
tables do not tempt me. The psychologi- 
cal effect of stressing the cost of the gift 
is all wrong. Furthermore, I suddenly 
remember that my annual income is 
even less than $100,000, and looking 
at the table I find that the net cost of a 
gift is much more than for Mr. Rocke- 
feller. I resent being charged more than 
the next fellow, and I throw the pam- 
phlet in the waste-basket. 
Let me make it clear at the outset that 
I am speaking of gifts which increase 
the spendable or after-tax income of the 
donor. There are gifts which have that 
effect, even for donors with only modest 
estates. I refer, of course, to gifts of 
money or property the income or enjoy- 
ment of which is reserved to the donor. 
There is nothing new about this idea, 
but there have been recent developments 
which insure its efficacy, and I am hope- 
ful of bringing it into more common 
use. 


From 1923 to Date 


The history of this idea goes back to 
1923, when a taxpayer made a transfer 
of bonds to a trustee to pay the income 
to a third person for life and on her 
death to deliver the bonds to a church. 
The Treasury Department ruled that 
there was an immediate gift to the 
church of a definite right and that the 
taxpayer was entitled to deduct its pres- 
ent cash value.! It was thus recognized 
that the gift of a remainder interest to 
a qualified tax-exempt organization 
would produce an immediate deduction. 
Logically, this should be just as true 
where the income is reserved by the 
donor as where it was payable to a third 
person, but for many years there was 
no ruling on the subject. Meantime, in 


1].T. 1776, C.B. II-2, p. 151. 
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This article is an updated version of a 
paper presented May 6, 1958 at the An- 
nual Forum sponsored by Title Insurance 
and Trust Company of Los Angeles and 
is published with its permission. 











1938, the Revenue Act added the re- 
quirement of “payment within the tax- 
able year,” and this language was car- 
ried forward into the section on chari- 
table contributions in the 1939 Internal 
Revenue Code.” Nevertheless, in 1945 
the Income Tax Unit ruled* that where 
a taxpayer creates an irrevocable trust, 
reserving the income to himself for life, 
with remainder over at his death to a 
qualified organization, the present value 
of the remainder interest is deductible 
by the taxpayer in his income tax re- 
turn for the taxable year in which the 
property is transferred to the trustee. 

In reliance upon this ruling many edu- 
cational and charitable institutions in- 
augurated plans by which they receive 
contributions of property and agree to 
pay to the donors for life a percentage 
of the value of the property contributed 
equal to the average rate of return re- 
ceived on all investments. In a com- 
prehensive ruling under the 1939 Code, 
the Commissioner held that such a “life 
income” agreement really creates a trust 
and is governed by the 1945 ruling per- 
mitting immediate deductions of the 
present value of the remainder inter- 
est.* 


So the matter stood until the adoption 
of the Internal Revenue Code of 1954, 
which added a new provision in Section 
170 casting doubt upon the continued 
availability of the deduction where the 
donor reserves the income. Subsection 
b(1)(D) denies the deduction for any 
interest in property transferred to a 
trust if “the grantor has a reversionary 
interest in the corpus or income” worth 
more than 5% of the value of the prop- 
erty. Of course, Congress had in mind 
short term trusts under which the in- 
come is initially payable to a charitable 

"Sec. 23(0). 


3I.T. 3707, 1945, C.B. 114. 
*Rev. Rul. 55-275, 1955-1 C.B. 295. 


beneficiary; but might it not be argued 
that the reserved right of a donor to 
the income of property transferred in 
trust is a reversionary interest in that 
income? This question was squarely an- 
swered by the regulations,® which de- 
clare that for the purposes of Sec. 170 
the term “reversionary interest” means 
a possibility that the property or its in- 
come may return to the grantor after 
the possession or enjoyment thereof has 
been obtained by a charitable donee. 
The regulation continues as follows: 


“An interest of the grantor which, 
in any event, will terminate before 
the ripening of the assured charitable 
gift for which a deduction is claimed 
is not considered a reversionary in- 
terest for purposes of this section. 
For example, assume that a taxpayer 
conveyed property to a trust under 
the terms of which the income is pay- 
able to the taxpayer’s wife for her 
life, and, if she predeceases him, to 
him for life, and after the death of 
both the property is to be transferred 
to a charitable organization. The 
present value of the remainder inter- 
est in the property, taking into ac- 
count the value of the life estates re- 
served to the taxpayer and his wife, 
may be allowed as a charitable de- 
duction.” 


This regulation is supported by the only 
pertinent ruling thus far made under the 


1954 Code.® 


Art and the Trust 


The principle that the present value of 
a remainder interest given to charity is 
immediately deductible has been utilized 
in recent years by owners of paintings 
and other valuable objects. The donor 
simply executes, acknowledges and de- 
livers to a museum or other qualified 
organization a deed of gift in which he 
reserves to himself the exclusive right 
to possession and enjoyment during his 
lifetime. He gets an immediate income 
tax deduction for the present value of 
the remainder interest, and at his death 
it passes without administration to ‘he 
named grantee. Last year the Commis 


5Sec. 1.170-2(d). 
®Rev. Rul. 55-620, 1955-2 C.B. 56. 
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sioner expressly ruled that the deduc- 
tion is allowable under Section 170(a), 
subject of course to the limitations of 
Section 170(b).* 

Unfortunately, most clients do not 
own art objects or other valuable prop- 
erty held solely for personal use and 
enjoyment; and where the subject of 
the gift is income-producing property, 
many prospective donors do not favor 
the type of life income contract I have 
described. They prefer to receive the in- 
come from their own property, rather 
than a portion of the income derived 
from a diversified portfolio. For such 
donors the creation of a new trust is in- 
dicated. The trustee may be given all 
the powers of an absolute owner, in- 
cluding the power to sell the property 
and reinvest the proceeds, but the trust 
res will be held separate and apart from 
all other property. 


It should make no difference, taxwise, 
whether the trustee is a bank or trust 
company, the charitable organization 
which is to receive the remainder upon 
the donor’s death, or the donor himself. 
Some prospective donors will be glad to 
be relieved of the responsibilities of 
management, whereas others will refuse 
to make the gift unless they can, at least 
for a while, serve as trustees of the trusts 
they create. There should be no hesi- 
tancy in permitting them to do so. They 
will certainly be regarded under Sec- 
tion 677 as the owners of a portion of 
the trust, but they are prepared to pay 
income tax on the income they receive. 
Under the Commissioner’s regulations, 
now final, they cannot be taxed under 
Section 677 on capital gains realized by 
the trust.® 


Hypothetical Case 


Mr. and Mrs. Jones, respectively 55 
and 50 years old, have an annual income 
of $25,000, consisting of $15,000 salary 
and $10,000 net income from property 
worth about $200,000. They have no 
dependents. Mr. Jones plans to retire 
at 65, when he will start receiving re- 
tirement annuities under a plan estab- 
lished by his employer. Assuming item- 
ized deductions of $1000, Mr. and Mrs. 
Jones’ federal income tax will come to 
$6344. During 1958 they put community 
property worth $12,000 into an ir- 
te\ocable trust, reserving the income to 
themselves until the death of the sur- 
vivor, at which time the entire corpus 
wi! go to their alma mater, X college. 

“able III of the booklet issued by the 


Internal Revenue Service® tells us that 
TRev. Rul. 57-293, IRB 1957-26. 
‘Reg. 1.677(a)-1, Example (1). 
‘ublication No. 11 (1955), Mortality Factors 
anc Tables. 
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the present value of $12,000 after the 
lives of persons now aged 55 and 50 is 
$4880.64. This is the value of the in- 
terest immediately vested in X College, 
and since it is only a little over 19% 
of the Jones’ adjusted gross incomes, it 
is fully deductible. This deduction re- 
duces their federal income tax to 
$1,771.42. With the net saving in Cali- 
fornia state income tax, their total in- 
come tax saving is about $2000. They 
have increased their spendable income 
by this amount. 

It is obvious that if we assumed a 
larger annual income and a greater con- 
tribution the income tax saving would be 
much more. The figures used, however, 
demonstrate that the potential saving is 
substantial even for taxpayers in the 
middle brackets. 

Mr. and Mrs. Jones will of course 
have to file gift tax returns, but the 
gift of the remainder interest will be 
exempt from tax.’° The returns, how- 
ever, will also have to report the net 
value of Mrs. Jones’ right, after her hus- 
band’s death, to receive income from 
his half of the property, over and above 
the value of his corresponding right in 
her half if she should die first. Using 
the formula in the booklet above re- 
ferred to,'! I compute the present value 


of this net gift to be only $362.63. 


For estate tax purposes, the gross 
estate includes all transfers of property 
in which income is reserved, so the value 
of a half interest in the trust corpus at 
the date of Mr. Jones’ death will be in- 

10Rev. Rul. 57-506, citing I.R.C. Sec. 2522(a) (2). 


See Example 15. The separate figures are 
$804.13 and $441.50. 


cluded in his gross estate; but the value 
of the remainder interest vested in X 
College will be deductible under Sec. 
2055 as a transfer to or for the use of 
an educational organization.’* Only the 
life estate to Mrs. Jones will actually 
incur a tax. The remainder interest given 
to X College is not lost as a deduction 
for estate tax purposes merely because 
it was also taken as an income tax de- 
duction during Mr. Jones’ life. When 
Mrs. Jones dies, the other half of the 
trust corpus will be included in her 
gross estate and the full amount will be 
deducted under Sec. 2055, leaving noth- 
ing taxable. 

The transfer of $12,000 in trust will 
also, like any other lifetime transfer, 
reduce the expenses of administration 
of Mr. and Mrs. Jones’ estates. 


Tax-Free Gain 


I shall now assume that the property 
has an income tax basis far below its 
present value. That fact, of course, will 
not reduce the income tax deduction, 
for in the case of a gift of property the 
deduction is measured by the current 
fair market value.’* Let us suppose that 
Mr. and Mrs. Jones have an unimproved 
lot which they bought years ago for 
$2,000, but which is now worth $12,000. 
They would like to sell the lot and in- 
vest the proceeds in something which: 
produces an income, but they hesitate to 
take a $10,000 capital gain and pay out 
about $2,100 in additional federal and 
state income taxes. If they transfer the 
lot .o the trust the transfer will not 








12Rev. Rul. 55-275, supra. 
13Regulations, Sec. 1.170-1(c). 
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constitute a sale or exchange, and no 
capital gain will be realized,’* but the 
lot will still have a basis of only $2,000 
to the trust!® and upon a subsequent sale 
by the trustee the fiduciary return will 
have to include in gross income the same 
long-term'® capital gain of $10,000. 

Here, however, we find a significant 
difference. Section 642(c) of the In- 
ternal Revenue Code provides that in 
computing the taxable income of a trust 
“there shall be allowed as a deduction 
. . . any amount of the gross income, 
without limitation, which pursuant to 
the terms of the governing instrument 
is, during the taxable year, paid or per- 
manently set aside” for charitable pur- 
poses. For many years the rule has been 
well settled that capital gains realized 
by a charitable trust are “permanently 
set aside” for charitable purposes, de- 
spite the fact that income derived from 
reinvestment of these gains is payable 
for life to individual beneficiaries.’ 
In 1950 Congress added provisions, still 
in effect, which limit the charitable de- 
duction if the amounts permanently set 
aside, but not actually paid out during 
the taxable year, are unreasonable in 
amount or duration or are used to a 
substantial degree for non-charitable 
purposes, but the regulations soon made 
it clear that this limitation did not apply 
to appreciation in value of an asset at 
the time it is transferred to the trust 
or to any capital gains reinvested within 

MRev. Rul. 55-275, 
supra. 

T.R.C. Sec. 1015 (a). 


187. R.C. Sec. 1223(2). 
17Peoples Trust Co., Trustee, 10 B.T.A. 1385; 


supra; Rev. Rul. 57-506, 


Letter Ruling to Pomona College, dated March 12, 


1958, 1958 P-H Fed. Taxes, par. 55,141. 


a reasonable time.'® Last year, in a clear- 
cut ruling,’® the Commissioner held 
where a trust indenture naming an edu- 
cational institution as remainderman ex- 
pressly stated that capital gains should 
be allocated to principal, such capital 
gains would constitute allowable deduc- 
tions under Section 642(c) as having 
been permanently set aside for educa- 
tional purposes. 

Thus, Mr. and Mrs. Jones, by putting 
the lot into the trust, are enabled to 
convert it into an asset-producing in- 
come for their benefit during their lives, 
without the payment of approximately 
$2100 in additional income taxes. Their 
spendable income will be increased by 
the amount this $2100 will earn, less the 
income tax payable on these earnings. It 
will not be a large increase — probably 
between $50 and $60 a year; but unlike 
the $2000 saved by reason of the gift 
itself, it will increase spendable income 
each year until they both are gone. Con- 
sidering their expectancies at the age 
assumed, the total increase in after-tax 
income resulting solely from avoiding 
the capital gains tax should come to over 


$1000. 


If Separate Property 


I have been asked by the editors to 
say whether my computations would be 
different if the property used was not 
community property, but belonged to 
Mr. Jones alone. In that case there would 
be a gift to Mrs. Jones of a contingent 
remainder worth $1,608.26, rather than 








Reg. 118, Sec. 39.162-3(c) (2); ef. See. 1.681 
(c)-1(c) of the Regulations under the 1954 code. 
Rev. Rul. 57-507, IRB 1957-44. 








Dana Latham, the new Commissioner 
of Internal Revenue, was sworn in on 
November 5. A Los Angeles tax at- 
torney, Mr. Latham thus rejoins the 
Internal Revenue Service, having 
served in 1926-7 as a special attorney 
in the Washington and San Francisco 
offices of the Bureau. 
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$362.63; but this gift, together with the 
nuisance of filing gift tax returns, can be 
avoided by having Mr. Jones reserve a 
power of appointment over the income 
during his wife’s survivorship. This 
reservation is much easier to express 
where community property is not in- 
volved. 

If the property placed in the trust is 
Mr. Jones’ sole and separate property. 
the estate tax treatment is a bit simpler 
in that the property will completely 
escape estate taxes if Mrs. Jones prede- 
ceases her husband. If she survives him, 
her life estate will be worth twice as 
much as if the property were community 
property and will be taxed accordingly. 

From an income tax standpoint, and 
this is the really important considera- 
tion, the savings from the charitable 
trust will be no different whether the 
property is community property or be- 
longs to Mr. Jones alone. 


Broader Use and Deduction 


The creation of private charitable 
trusts with income reserved will appeal 
not only to taxpayers without depend- 
ents but also to many others whose 
estates are large enough to permit them 
to make charitable bequests in their 
wills. Whenever an attorney is instructed 
to draw a will containing substantial be- 
quests to charitable, educational, or re- 
ligious organizations, it seems to me he 
owes it to his client to suggest a chari- 
table trust as an alternative means of 
accomplishing the same end, with inci- 
dental income tax advantages during the 
testator’s lifetime. The testamentary he- 
quests can then be made for the in- 
tended amounts less the value of proper- 
ty received from trusts created by the 
testator. 

Once a charitable trust is established 
naming a particular organization as re- 
mainderm: n, it can be used for as many 
years as desired to receive subsequent 
gifts, whereas gifts for the benefit of any 
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other organization will require the crea- 
tion of a new trust. The Tax Court has 
held that a provision in a trust inden- 
ture authorizing the trustee to select 
charitable beneficiaries from a group 
of qualified organizations does not de- 
stroy the deduction,*° and the reasoning 
of the case has recently been approved 
by the Commissioner,*! but it seems to 
me that this may unnecessarily limit the 
amount of the deduction. 


Section 170 provides that contribu- 
tions by an individual “to or for the 
use of” certain qualified organizations 
shall be deductible if not in excess of 
20% of the taxpayer’s adjusted gross 
income, but an additional deduction 
up to 10% of adjusted gross income 
is provided for contributions “to” 
churches, educational institutions and 
hospitals. The phrase “for the use of” 
has been held to mean “in trust for.”** 
The additional 10°7 deduction is there- 
fore not available for gifts in trust for 
churches, educational institutions, and 
hospitals. The question then arises 
whether a transfer to a trustee whose 
duty it is to pay the income to the 
donor for life and then to convey the 
corpus to a particular church, educa- 
tional institution, or hospital is a trans- 
fer to the named institution or merely 
in trust for it. It is clearly a transfer 
in trust for the life tenant, but is it in 
trust for the remainderman? One of the 
recent rulings already referred to,** 
without analysis of the problem, ex- 
pressly holds that the additional 10% 
deduction applies. Presumably this is be- 
cause the transfer immediately vests the 
remainder interest in the institution and 
so may be said to be “to” it. This rea- 
soning is supported by the 1923 ruling 
which I first mentioned.** There the 
Income Tax Unit said: 


“The Trust terminates on the death 
of the beneficiary and the gift of the 
remainder to the church is absolute 
... It is contended that, inasmuch as 
the gift was not made direct to the 
church, it may not be deducted... 
There was an immediate gift to the 
church of a definite right which has 
a present cash value.” 


This additional 10% deduction, avail- 
‘le when the trust indenture names a 
perticular church, educational institu- 
tion, or hospital as remainderman, 
uld not, in my opinion, apply if the 
istee is given discretion to select the 
mainderman from a class of such in- 
tutions. In such a case I think it would 
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‘John Danz, 18 T.C. 454 (1952). 
'Rev. Rul. 57-562, IRB 1957-48. 
‘Rev. Rul. 57-562, supra. 

‘Rev. Rul. 57-507, supra. 

‘I.T. 1776, supra, n. 1. 


DecEMBER 1958 


have to be conceded that the transfer of 
the remainder interest was in trust for, 
rather than to, the particular institution 
ultimately selected. 

In discussing the tax and other ad- 
vantages of gifts of charitable remain- 
ders, I should like to make it very clear 
that I do not recommend them as sub- 
stitutes for outright gifts of money or 
property. The Community Chests need 
support now, and so do our hospitals, 
universities, churches, and other worth- 
while organizations. If a taxpayer can 
afford to make cash contributions to the 
full extent of 30% of his adjusted gross 
income, he should be encouraged to do 
so; but to taxpayers for any reason un- 
willing to make such large cash contri- 
butions, yet disposed to make charitable 
gifts by will, | would suggest lifetime 
gifts of remainder interests as a tax- 
favored alternative. 


AD Bb OD 


Westchester Bank Creates 
Pooled Pension Funds 


Two investment funds for employers 
who have Treasury qualified employee 
benefit plans have been established by 
the National Bank of Westchester, White 
Plains, N. Y. 

One fund will be invested in common 
stocks, the other in fixed income securi- 
ties. Any qualified plan may participate 
and may determine the proportion of its 
money to be put into each of the funds, 
or may put it all into one. The bank 
may be appointed trustee, or, if there 
are individual trustees, they may ap- 
point the bank as agent for investment. 


Basis Problems to be Avoided 


Speaking at the October meeting of 
the San Francisco Estate Planning Coun- 
cil, Paul E. Anderson, tax attorney, 
stated that the general rule for a bene- 
ficiary is to use the fair market value of 
the property at the decedent’s death, or 
on the optional valuation date if that is 
used by the executor. A problem arises 
in the case of property given by the de- 
cedent in contemplation of death. The 
rule then becomes the fair market value 
at the donor’s death less any deprecia- 
tion, depletion or amortization taken by 
the donee after date of gift. This the 
speaker considered unfair, as the prop- 
erty was presumably written down to 
actual value in the estate tax return. It 
makes generally undesirable gifts of de- 
preciable real property that are in any 
danger of being considered in contem- 
plation of death. 

A similar problem arises with joint 
tenancies in real property if the joint 
tenancy is created by gift of an undi- 
vided one-half interest from one spouse 
to another. Here the amount of deprecia- 
tion attributed to the survivor can be 
much greater since there is no three 
year statutory limit, Mr. Anderson ob- 
served. 

AAA 


@ On November 18 the Corporate Fidu- 
ciaries Association of Boston heard a 
talk by James F. Farr on “Illustrations 
from a Trust Lawyer’s Scrapbook.” Mr. 
Farr, a Boston attorney who has special- 
ized in trust and estate law, was co- 
author with Mayo Shattuck of the au- 
toritative “Estate Planners Handbook.” 
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The Fiduciary’s Duties Under 


Buy-Sell Agreements 


EDWARD L. COBB 


McKone, Badgley, Domke & Kline in Jackson, Michigan 


ORPOCRATE AND PARTNERSHIP BUY- 
agreements, are excellent feed- 
ers in creating trust business, both in the 
inception and administration of the buy- 
sell agreement and the later testamen- 
tary trust. The trustee who can give the 
best business advice and can warn of 
possible tax difficulties in this area, 
should be in a more favorable position 
to obtain and hold on to new trust busi- 
ness. 

A fiduciary might find itself in a posi- 
tion of conflicting interests if it is the 
executor of the estate of a deceased part- 
ner or shareholder and also the trustee 
under a buy-sell agreement, requiring 
the purchase from the estate of the busi- 
ness interest. This problem is covered in 
Section 170(1)(q) of the Restatement 
of Trusts, pertaining to the duty of loy- 
alty of a trustee. The solution is to re- 
sign if such problem arises. 

With respect to liability for actions as 
a fiduciary prior to the time of perform- 
ance of the actual purchase, the ques- 
tion is determined by express contrac- 
tual duty under the agreement, and sec- 
ondly, by whatever implied contractual 
duty may be a part thereof. In addition, 
the undetermined field of your obliga- 
tion as a fiduciary in such arrangement 
is open to question. Normally, most trus- 
tees under buy-sell agreements look upon 
themselves as merely agents of the par- 
ties and feel they have no normal fidu- 
ciary functions or duties of investment, 
of furnishing information, collection on 
suits, etc. I seriously question whether 
this relationship is one strictly of agency. 
A normal trust differs from an agency, 
in that an agent does not have title to 
the subject matter. You will have title 
to the insurance and sometimes the 
stock. An agent is controlled by his prin- 
cipal and the principal is normally liable 


Condensed from an address before the Michigan 
Bankers Assn. Trust Conference, Oct. 4, 1958. Mr. 
Cobb included in his paper a comprehensive dis- 
cussion of the tax problems under these agree- 
ments, which is omitted here in the light of the 
recent treatment of that matter in the October 
issue, pp. 880 and 925. 
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for the acts of an agent within the scope 
of the agent’s authority. You as a trus- 
tee on the other hand, normally take full 
title to the property, are not controlled 
by the beneficiaries and have the burden 
of responsibility and liability for your 
own acts. 

Whether the corporation or partner- 
ship is purchasing the individual’s inter- 
est or whether each of the individuals is 
purchasing the other parties’ interest, 
the trust serves a useful function in cen- 
tralizing the transactions, in keeping 
track of the insurance or stock involved 
and providing a needed buffer arrange- 
ment between the surviving business as- 
sociates and the estate of the decedent in 
the liquidation of the business interest. 
One of the advantages in the trust en- 
tity approach is that it reduces the num- 
ber of insurance policies involved and if 
the trustee is acting for the business, the 
burden of the purchase is out of the 
funds of the corporation, rather than out 
of the individual’s pocket. 

A stock retirement agreement or part- 
nership purchase agreement will normal- 
ly contemplate that the trustee will take 
possession of the stock certificates or of 
an executed conveyance of a partnership 
interest, placing it in a position to de- 
liver the interest, either to the business 
or to the individual parties upon the pay- 
ment cf the insurance proceeds to the 
beneficiary of the deceased. 

The right to borrow on the policies is 
normally reserved to the parties with the 
beneficial ownership in such policies, al- 
though in some cases, this is prohibited 
because such borrowing may impair the 
security of the other parties to the 
agreement. The trustee usually will have 
the power to designate the beneficiaries, 
pursuant to the requirements of the con- 
tract and many insurance agents recom- 
mend that the beneficiaries of the as- 
sured be indicated as contingent bene- 
ficiaries under the policies so that such 
persons may obtain the benefit of the 
settlement options. In the event of bank- 
ruptcy of any of the parties, the ques- 


tion of ownership under the policies 
should be clearly spelled out, otherwise 
the trustee may become embroiled in a 
matter of litigation with which it should 
not be concerned. 

The important duty of the trustee to 
maintain the policies raises problems 
when the parties to the agreement, or 
the business, fail to advance sufficient 
sums to the trustee to pay premiums. Al- 
though the agreement should clearly ex- 
clude the trustee from liability in this 
regard, again we have the problem of 
whether the trustee is under an affirma- 
tive duty to take some action with re- 
gard to the policies or to notify the 
parties, or whether it merely is acting 
as an agent and can safely refrain from 
action in such a situation. 


Areas Where Defaults or 
Problems Occur 


Examination of the areas of potential 
defaults by a fiduciary indicates that 
where its duties are not clearly covered 
by the contract, there is a difference in 
liability if the fiduciary is acting in 
purely an agency capacity, as opposed 
to a true fiduciary trust relationship. 
For instance, the duty to protect trust 
property beyond merely safeguarding 
its physical form would normally re- 
quire a trustee to convert assets, to 
change their form or to protect at a 
minimum, whatever it could in regard 
to saving an asset. Whether an agent 
under a buy-sell agreement would be 
required to convert a defaulted policy 
into a paid-up policy to the extent of 
the cash value, or to borrow on the 
policy, to extend the ordinary insurance 
or what action it should take with re- 
spect to notification of the other partics 
of the default of the policy, is open ‘o 
question. For instance, the trustee may 
be able to borrow on the corpus of the 
trust to preserve such policies by plecg- 
ing the stock or advanced premius 
from the other parties. 

Normally, a trustee is expected to ©x- 
ercise investment powers under thse 
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circumstances, but it is questionable 
whether the duty is as intense under a 
buy-sell arrangement as it would be un- 
der a normal trust concept. Whether it 
is under a duty to do so, or whether it 
should do so is a question which may 
arise and which should be answered by 
the agreement. If the parties do not con- 
cur, it is doubtful if the trustee has 
such duties to do more than use present 
values to continue the insurance. Cer- 
tainly, it has no implied obligation to 
pay premiums by borrowing. 

A trustee’s duty to keep and render 
accounts and to furnish information in 
some circumstances imposes upon it an 
affirmative duty to keep the beneficiaries 
informed as to the status of the trust. 
Under most buy-sell agreements, no such 
duties are normally imposed on a trus- 
tee. In the event of a default of the 
parties, there is a question as to whether 
the trustee was under an affirmative duty 
to notify all of the parties of a default 
in the agreement, even though conceded- 
ly, the parties to the agreement, but not 
their beneficiaries, were aware of the 
default. Even a trustee’s duty to volun- 
teer information is limited and liability 
here is doubtful. 

One of the most frequent breaches of 
these agreements, is the failure currently 
to adjust the value of the interest to 
be purchased. While such failure may 
be serious, the trustee would usually not 
consider it bad, nor be held to have an 
afirmative duty to notify the parties. 
If the market value is not currently 
revised, the Revenue Service will often 
reject such stale values as being un- 
realistic and refuse to follow the agree- 
ment as a limitation on the value of 
the interest. This puts the estate in a 
peculiar situation, in that often state 
courts will require the parties to follow 
the agreement, but the Commissioner, 
if the estate is settled prior to such liti- 
gation, will often require a higher value. 
The trustee is not at fault in failing to 
bring this valuation problem to the 
parties’ attention. Under a purely fidu- 
ciary relationship, the court conceiv- 
ably might hold it at fault, but in this 
situation, where some but not all of 
the parties or beneficiaries knew of the 
default, it is doubtful whether this 
knowledge would not estop those claim- 
ing through such parties. However, 
there is no case law on this point. 


Duty to Collect or Defend Suit 


The trustee’s duties in case of bank- 
ruptcy, or in case suit is required upon 
the policy for collection, or in case 
0 suit for delivery of a policy to an 
i dividual terminating his interest with 
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the business, are open to question. Nor- 
mally, the trustee is required to enforce 
claims of the trust estate, to defend all 
actions brought against the trust estate 
and to preserve the trust property. 
Usually, a trustee has no funds under 
the buy-sell arrangement to take on such 
law suits. This is something the parties 
did not contemplate. Secondly, the com- 
pensation provided for is usually inade- 
quate to recompense it for any such ad- 
ditional duties. I doubt if the court 
would invariably impose a liability on 
the trustee in these situations. Its duties 
here would seem to be closer to those of 
a true fiduciary. 


Exculpatory Clauses 


Though there are no direct cases (in 
Michigan) regarding the validity of 
exculpatory clauses, it is the general 
consensus of the legal profession that 
such provisions will relieve a trustee of 
liability for breach of trust, except in 
cases where they attempt to exempt the 
parties from fraud or willful default. 
The agreement may limit the parties who 
can complain, for example, the immedi- 
ate parties to the agreement. Gener- 
ally, such exculpatory clauses should in- 
clude the provisions that a fiduciary is 
not liable for mistakes of law or fact, 
errors in judgment, or loss, except for 
fraud or willful misconduct with a sever- 
ability clause, limiting the rights of 
beneficiaries to complain. 

However, in similar family-type situ- 
ations the courts have been skillful in 
circumventing such clauses and it is 
best not to rely wholly on them in de- 
termining what action you should take 
in this regard. Of course, the best action 
is preventative, in that when such agree- 
ments are made, these situations are 
specifically covered. Too often, the trust 
departments are presented with forms, 
prepared by insurance companies and 
copied by counsel, which do not proper- 
ly protect the fiduciary’s position. In ab- 
sence of such preventative medicine, I 
think it would be best to assume that 
you are charged with your normal fidu- 
ciary obligations to enforce claims and 
defend actions, and preserve trust prop- 
erty, thereby requiring you to do all 
that you can to the extent of the assets 
of your trust, to bring or defend actions 
involving the policies or the stock. 

Because of the current undetermined 
status of the tax law, with respect to 
partnership purchases of a deceased 
partner’s interest, a proposed fiduciary 
should tread lightly in counseling the 
parties as to the possible tax effects of 
a partnership purchase of life insurance. 
Although, by and large, these agree- 
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ments may be arranged so that a partner 
will not suffer a substantial detriment, 
such situations call for the exercise of 
the prudent advice of competent tax 
counsel, with the parties fully informed 
of the risks. The cases also suggest that 
a fiduciary in a corporation situation 
should see to it that the parties who are 
supposed to own the life insurance and 
are paying the premiums, actually do 
own it and do pay the premiums and 
that the corporation is not assuming 
shareholder obligations or benefiting 
him by performing his obligations. 


Where an entity-type arrangement is 
involved with the corporation or busi- 
ness paying the premiums, such agree- 
ments, as a matter of policy, more than 
a matter of liability, should be re- 
viewed anually for changes in status 
of the parties, with particular regard 
to the attribution problems under Code 
Section 302. A firm rule should be 
adopted in that wherever you have a 
corporate redemption involved, you will 
have to review any intervivos trust, 
stock options, wills and the various 
shareholder relationships in the com- 
pany to determine whether the buy-sell 
agreement calling for a redemption of 
the stock will qualify for other than 
dividend treatment. The corporation 
should be entitled to the cash value of 
the policies, to name the beneficiaries 
and to the proceeds. The proceeds cannot 
be dedicated solely to the use of redemp- 
tion of the stock, and any excess amount 
should remain corporate property. If 
these rules are not followed, you are 
leaving the door wide open for the 
Doran or Prunier type of litigation. You 
must have the proceeds of the policy 
generally available to the creditors of 
the corporation to avoid the charge of a 
dividend distribution of premiums and 
proceeds to shareholders. 


The valuation formula must be fair 
and should be revised regularly to take 
into effect adjustments in the value of 
the company. Otherwise, the parties are 
seriously jeopardizing the purpose of 
the buy-sell agreement in fixing estate 
tax values. The agreement should not 
call for a payment to be made other 
than out of the surplus of the corpora- 
tion, and, in no event, should the share- 
holders be given any policy rights. 

Your actual fiduciary liability under 
the buy-sell arrangement is probably 
quite limited, but if these agreements 
are not properly drawn to achieve the 
desired personal, business and tax pur- 
poses, you will lose more from alien- 
ating potential trust customers by in- 
correct advice, than you will ever lose 
from the standpoint of being held liable. 
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ESTATE ANALYSIS IN ACTION 
HENRY E. HAIMAN 


President, Cleveland Society of Estate Analysts 


ACK IN THE MIDDLE FORTIES, THE 
late Herman Powers came to Cleve- 
land to teach his system of Estate An- 
alysis to life underwriters and trust of- 
ficers. He taught well and gave his stud- 
ents that gift of good teachers, the de- 
sire to keep on learning. Some of his 
graduates formed the Cleveland Society 
of Estate Analysts as a discussion group. 
At first hypothetical cases were the 
subjects for meetings. For the past ten 
years the many phases of Estate Plan- 
ning have been the subjects, usually with 
Cleveland lawyers our speakers. The 
generous co-operation of these lawyers 
has given the meetings their value. 

Let it be said at the outset that we 
have fun at these meetings — and good 
food and drink. There is, however, a 
broad but very definite concept, which 
accounts for our continuing success. 
This concept is that each meeting must 
add to our ability to sit down with all 
manner of men and discuss their affairs 
intelligently. The subject for each meet- 
ing must be worth two hours discussion 
by men who already know something 
about estate planning. 

The list of subjects and speakers we 
have had is indeed impressive.* Typical 
topics have been: 


When and How to Incorporate 

Charitable Foundations for Control of 
Corporations 

Wasting Assets 

Pour Overs 

Income Beneficiaries vs. Remainder- 
men 


The size of the group is restricted so 
that members and guests, about whom 
more later, can sit around a U-shaped 
table within easy talking distance. We 
meet on the second Monday evening each 
month, omitting June, July and August. 
with an uninterrupted two hours for the 
business session. Drinks begin at 5:30, 
dinner around six (both prepaid), the 
speaker is on at seven. No head table, 
no wax works, no introductions or an- 
nouncements. These are disposed of be- 
tween dinner courses, along with a 
“children’s story hour.” 

Dues are payable three months in ad- 
vance with no return for absence. That 
creates what you might term a reserve, 
which allows some latitude in eatables. 
In the early days, complaints about the 
usual uninteresting ham, veal cutlet and 


*Available on request to T&E. 


swiss steak were frequent and loud. The 
absentees have improved matters, though 
we observe with some strictness our rule 
that non-payment of dues or absence 
from three meetings automatically ter- 
minates membership. And lest it be 
thought that the Group is frivolous, at- 
tendance is good even during the worst 
Winter months, with three members 
coming thirty-five miles from Warren 
and Akron. 

Our membership of thirty is about 
equally divided between life underwrit- 
ers and trust officers. Our reason for not 
adding lawyers and accountants is that 
the Group would be too large for our 
purpose. 

Notices of meetings are mailed two to 
three weeks in advance to members and 
to all those who have been our speakers 
and we have the pleasure and benefit of 
some of them at almost every meeting. 
It is valuable and gratifying to have 
these men join us (paying a part of the 
expense) who are themselves authorities 
on estate and tax matters. They come 
for an exchange of opinion and experi- 
ence, from which all of us gain. 

It is rare for a meeting to go far be- 
fore questions and resulting discussion 
arise. New rulings and decisions change 
the technical and tax picture constantly 
and new experiences in human relation- 
ships provide a limitless field for differ- 
ences of opinion. Drafting varies as be- 
tween law firms and administrative pol- 
icy as between trust companies. We 
make a practice of asking comment from 
all. 

The job of finding worthwhile sub- 
jects is a challenge. Sometimes the bot- 
tom of the barrel appears to have been 
reached, then along will come a spate of 
new ideas. New statutes or regulations. 
an article in TRUsTs AND EsTATEs, a new 
decision, a situation met with in the 
field — any of these may suggest a sul- 
ject. The next step is to find a speaker 
who either has researched the subject 
currently, or wants to do so for his own 
benefit. The willingness of members of 
the Bar to give these talks for us is a 
heartening thing and their acknowledge- 
ment of benefit to them equally so. 

Readers of T&E whose business ma) 
bring them to Cleveland are welcome ‘0 
attend one of our meetings and join in 
the discussion. 

(Ed. Note: Mr. Haiman’s address 's 
925 N. B. C. Building, Cleveland 14, © ) 
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Case Histories oN Estate PLANS 


Hints on Personal and Business Planning 


MILTON J. RAPPOPORT 


Attorney-at-Law; Insurance Underwriter; Certified Public Accountant, Cincinnati, Ohio 


HE AMERICAN PUBLIC HAS A WAY 
‘Ta getting what it needs. Sometimes 
the need isn’t apparent until it is un- 
covered and proved by enterprising busi- 
ness men, but if it is really there, the 
public will demand that it be satisfied. 
This is how I happened to leave the 
practice of law and get into the life in- 
surance business. 

In the last few years of my Jaw prac- 
tice, almost every transaction had to be 
examined from the point of view of its 
tax implications. | observed that many 
people needed the services of estate plan- 
ning, and that in most cases life insur- 
ance was an important part of the plan- 
ning. The legal profession could not 
satisfy the need because their clients did 
not know they had the problems, so 
they did not consult their attorneys, and 
lawyers may not solicit business. So | 
decided to approach estate planning 
from the point of view of a life insur- 
ance agent, to use my training and ex- 
perience to uncover the needs, sell ihe 
required life insurance and take the 
clients to their own attorneys for ihe 
necessary legal work. It works well: the 
clients are grateful, the attorneys 
cooperative, the trust officers are pleased 
and the life underwriters who bring me 
most of my cases are closing good sales 
with me. 


are 


In my brief five and one-half years in 
this business, four of my cases have be- 
come decedent’s estates. Two of these 
were men under forty who died within 
one year after my work was completed; 
and they both passed medical examina- 
tions for life insurance. That is why, 
when life insurance is really needed, | 
won't tolerate an argument that a man 
can do better on the stock market. That’s 
like saying that a man who needs a 
house and food and clothing should go 
cold, hungry and naked because stocks 
would be a better investment of the 
same money. 

My approach to estate planning is to 
cep it as simple as possible: get all of 
the facts, recognize the problems, and 


\n address before Dayton Life Insurance Trust 
Ccuncil, Nov. 13, 1958. 
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recommend thoroughly tested and 
proved techniques for solving them to 
achieve the client’s desired results. Tax 
considerations are secondary, but when 
a result can be accomplished in either 
of the two ways, and one method has a 
lower tax price than the other, it is our 
duty to know and point out the better 
method. Here’s a typical example: 


Education Fund 

In a recent fact finding interview, the 
client proudly told me that he had ear- 
marked $100,000 worth of securities to 
provide the income for the college edu- 
cation of his two sons, and he wanted 
that purpose fulfilled in any plan | 
might. suggest. His income tax bracket 


was over 60°. The facts also revealed 


a need for a substantial amount of in- 
surance on his wife, to insure the mari- 
tal deduction in the event of her prior 
death. The recommendations included 
an irrevocable trust of $50,000 for cach 
with trustee io 
distribute income for educational pur- 
poses, and with authority to purchase 
life insurance on the life of any person 


son. directions to the 


in whom the sons had an insurable in- 
terest. This arrangement produced these 
favorable results: 


e Client’s estate was reduced by 
$100,000 at the cost of a small gift 
tax. The prospective saving in estate 
taxes and administration expenses 
greatly exceeded the gift tax. 

e Instead of using 40 cent dollars, 
after taxes, to pay for college ex- 
penses and insurance premiums, the 
trust yielded 78 cent dollars. The tax 
savings alone would pay for the col- 
lege educations of the two sons. 

e A fund was established, non-tax- 
able in the estates of Mr. or Mrs. 
Client, to provide liquidity for the 
estate of the survivor of them. Where 
the full marital deduction is used, its 
value — in the event the wife dies 
first — is almost the same as the tax 
in her estate if she is the survivor. 
Thus, if the wife dies first, an addi- 
tional amount of tax will be payable 
in the husband’s subsequent estate. 
And, if the wife is the survivor, the 
tax in her estate is almost the same 
as that additional amount. Too many 
estate plans are prepared as though 


there were a written guarantee that 
the wife would survive the husband. 


In Life and Death 


The problems in estate planning fall 
into two broad categories: lifetime bene- 
fits and estate distribution. Often, the 
two areas overlap. Here’s another ex- 
ample. 

A man has a good income and in- 
and real estate 
that he is building up for purposes of 
retirement income. He is keeping after 
taxes only about 50% of the income. 
If he forms a corporation and transfers 
the stocks and real estate to it, making 
certain that the gross rents exceed the 
stock dividends, the new corporation 


vestments in securities 


gets an 85% dividends received credit 
on the dividends and pays tax on only 


15%. The effective rate is either 4.5% 
or 7.8%, depending upon whether the 


corporation earns under or _ over 
$25,000. In addition, the corporation 
keeps cash represented by depreciation 
on the real estate. The investments build 
up much faster in the corporation, and 
when the client wants the money for re- 
tirement he liquidates the corporation 
and pays only capital gain rate on his 
profit. In the meantime, the corporation 
can own insurance on his life that 
would otherwise be paid for out of 50 
cent dollars — and if he dies, the life 
insurance goes into the corporation free 
of income tax and comes out of the 
corporation free of income tax on a 
redemption of stock under Section 303. 

Next take the case of a sole owner of 
a rapidly expanding business, with six 
grandchildren. The business expands by 
way of opening new stores, each one of 
which earns a good profit almost im- 
mediately. The estate analysis reveals a 
need for substantial insurance on the 
lives of the grandchildren’s parents, the 
client’s children. The owner creates a 
trust for each grandchild, and the trusts 
go into partnerships in owning new 
stores. The profits are split six ways, 
so the income taxes are much less than 
they would be otherwise. Some of the 
net profits are used to purchase the 
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required insurance on the lives of the 
parents, and the estates of the grand- 
children start to build up, skipping estate 
taxes in two generations. 


Planners and the Law 


The three situations described are 
actual cases. We can’t solve a problem 
until we can see it. Therefore, our suc- 
cess in serving the public is measured 
by our skill in finding the facts, ana- 
lyzing them to uncover the problems, 
and in suggesting appropriate solutions. 
Estate planning necessarily crosses the 
line into the area pre-empted to lawyers. 
Nevertheless, the Bar recognizes that 
estate planning is a proper function of 
life underwriters. In the Statement of 
Principles of Cooperation Between Life 
Underwriters and Lawyers, approved by 
the American Bar Association and by 
the National Association of Life Under- 
writers, there appears the following pro- 
vision: 


“In estate planning, all transfers 
of property, except simple modes of 
settlement under life insurance poli- 
cies or changes of beneficiary thereof, 
should be recommended subject to the 
approval of the client’s attorney.” 


There are many situations in which 
the estate planner must know the law 
in order to be able to make recommen- 
dations subject to the approval of the 
client’s attorney. For example: Many 
wills take advantage of the marital de- 
duction, but have no provision as to a 
common disaster. In Ohio, if a man and 
wife die in a common disaster, or within 
thirty days of each other, each is pre- 
sumed to have predeceased the other, 
unless the wills provide otherwise. If 
that happens, the marital deduction so 
carefully planned is destroyed. If it be- 
comes important to save the marital de- 
duction, the wills must contain a pro- 
vision to negate that statute. 


Another example closer to the life 
insurance business is the almost uni- 
versal will provision for the payment 
of debts by the executor. However, the 
rule — in Ohio, at least — is that if 
an insurance policy is subject to a debt, 
the debt must be paid out of the pro- 
ceeds of the policy. It can readily be 
seen how this can unintentionally de- 
stroy a carefully worked out plan of 
family income based upon life insur- 
ance. The client borrows money on his 
policies, say to make a new investment, 
fully intending to repay the loan when 
he sells the investment at a profit. In 
other words, he has converted insur- 
ance assets to general assets, but the 
law keeps the debt against the insur- 
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ance, unless the will provides otherwise. 
Here, we must recognize the problem by 
knowing the law, and recommend a will 
provision to keep the insurance free of 


debt. 


Trust Arrangements 


Often we see the will of a wealthy 
man, leaving everything to his wife. 
It is up to us to suggest, subject to his 
lawyer’s approval, that his wife would 
have virtually identical benefits under 
a will that leaves only one-half to her 
and the other half to a trust for the 
children with life income to the wife and 
discretionary payments of principal to 
her. Not only would such a will greatly 
reduce the taxes payable upon the subs- 
quent death of his widow, but it can 
also reduce income taxes during her 
life, if the trustee is given discretion io 
pay the income to the widow or to the 
children. For example, if a child needs 
income, say for college expenses, but 
the income goes first to the mother, it 
is depleted by her income tax before it 
gets to the child. If the trustee by- 
passes the mother and pays the income 
directly to the child, the tax is likely to 
be much smaller. 

I recommend trusts extensively, in 
most cases with a corporate trustee. 

Wherever broad discretionary powers 
are desirable, a corporate trustee is vir- 
tually indispensable, for tax reasons, and 
such powers are frequently necessary to 
provide proper flexibility in the plan. 

Most estates do not have liquid as- 
sets over 5% to 10% of the total, while 
the calculated cash requirements may 
easily run to 30% or 40% of the estate. 
In solving the problem of liquidity, 
there is no substitute for life insurance. 
It creates the required amount of cash 
immediately, no matter how soon or how 
late the insured dies, and it frees the 
rest of the estate for business and per- 
sonal investments. If the Executor has 
adequate cash at his disposal, frequently 
by way of selling assets to the benefi- 
ciary of life insurance on a _ pre-ar- 
ranged plan, his administration of the 
estate is considerably easier than if he 
has to face the dilemma of selling the 
best assets that the family would prefer 
to keep, in order to raise cash for estate 
expenses. If the executor or irustee has 
the right to continue the operation of 
the decedent’s business, frequently his 
decision as to whether to operate or 
sell out is dictated by the availability 
of cash in the business. 


Retirement Plan Pitfall 


In the familiar stock retirement plan, 
usually funded with life insurance, it is 





intended that the corporation receive 
the insurance proceeds and use them tc 
buy the stock of the deceased share. 
holder. But many of those plans, thought 
to be foolproof, are made virtually im- 
potent by an obscure provision in many 
bank loan agreements that prohibits the 
corporation from purchasing any of its 
shares or altering its capital structure in 
any manner while the loan is unpaid. If 
this problem is not uncovered and solved 
in the planning stage, there could be 
some bitterly disappointed survivors 
when the insurance proceeds have to be 
used to pay off the loan instead of io 
retire the decedent’s stock. 


The solution to this problem depends. 
of course, upon the circumstances of the 
case. The first effort should be to inform 
the bank of the stock retirement con- 
tract and request that the stated pro- 
vision be modified to permit the per- 
formance of the contract. If the bank 
refuses, the problem is brought under a 
spotlight and, unless the business can 
anticipate its ability to repay the loan 
at any time out of its own resources, 
one solution is additional “key-man” 
life insurance on each party to the stock 
retirement contract in an amount re- 
lated to the average bank indebtedness 
of the corporation. Another solution is 
to revise the stock retirement plan into 
a stock purchase plan between the indi- 
vidual shareholders, in which case the 
purchase of a decedent’s stock by the 
survivors would not affect the capital 
structure of the corporation and would 
not violate the stated provision of the 
bank loan agreement. 


Mutually Satisfying 
Work 


Estate planning is highly gratifying 
work. We see our clients live and enjoy 
the results of our planning, and we also 
see them die, but their businesses remain 
intact, their interests are effectively and 
efficiently transferred to their survivors, 
families of deceased businessmen __be- 
come beneficiaries of well managed 
trusts instead of being involved in the 
risks of business interests, and long- 
range plans are brought into realization 
whether or not the estate owner survives 
to accomplish all of his own goals; all 
because true estate planning is coming 
into its own as a profession, and _be- 
cause qualified life underwriters, cor- 
porate trustees, accountants and _attor- 
neys are bringing to the attention of 
their clients the problems that they «l- 
ready have but which were hitherto un- 
recognized and consequently unsolvec 
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TRUST PERSONNEL CHANGES 


ARKANSAS 


LITTLE ROCK—William L. Blair appointed trust repre- 
sentative of WORTHEN BANK & TRUusT Co. 


CALIFORNIA 


LOS ANGELES—First WESTERN BANK & TRUST Co. elected 
Donald C. Caskey and Robert J. Christianson asst. trust 
officers. 


SAN DIEGO—Floyd Wilkins, Jr., elected asst. vice president 
and trust officer at SAN Dieco Trust & SAVINGS BANK, and 
Stanley W. Miller promoted to trust officer. Wilkins, a grad- 
uate of U. of California, is in charge of the estate and 
court trust section of the trust department, Miller, graduate 
of Stanford U., is in charge of the private trust section. 


DELAWARE 


WILMINGTON—At WILMINGTON TRUST Co., George P. Ed- 
monds aévanced fro:a president to board chairman, Joseph 
W. Chinn, Jr., from vice president and trust officer to presi- 
dent; Judge G. Burton Pearson, Jr., to vice president in 
charge of trust administration; and J. Sellers Bancroft to 
vice president in charge of banking and trust investments. 


ILLINOIS 


CHICAGO—Trust department promotions at AMERICAN Na- 
TIONAL BANK & TRusT Co are: William G. Ericsson and Rob- 
ert C. Hansen to asst. vice presidents; and Dennis F. Glass 
and Merle F. Kuhlman to asst. trust officers. 
CHICAGO—Marshall A. Warshauer named trust officer of 
NATIONAL BOULEVARD BANK. 


MASSACHUSETTS 


BOSTON—At NATIONAL SHAWMUT BANK, Frederick W. 
White named asst. trust officer. A graduate of U. of New 
Hampshire and holder of a Master’s degree from U. of 
Michigan, White is a Chartered Life Underwriter. 
BOSTON—Kelton W. Rockwood appointed a trust officer of 
NEW ENGLAND TrRuUsT Co., in charge of the newly formed 
securities division, which will combine in one operation the 
business formerly handled by the custodian division and trust 
securities. 

SPRINGFIELD—Allan A. Campbell became an asst. vice 
president in the trust department of VALLEY BANK & TRUST 
Co., formerly having been an officer of BANK OF VIRGINIA 
in Richmond. 


NEW JERSEY 


NEWARK—At Howarp SAVINGS INSTITUTION, Paul W. R. 
Mease named asst. vice president in addition to being asst. 
trust officer. 

NEWARK—Frederick I. Wilson named vice president and 
senior trust officer at NATIONAL STATE BANK OF NEWARK; 
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George E. Williams, vice president and trust officer; John 
P. G. Moran and Robert G. McCormack, trust investment 
officers, Wilson has been in charge of trusts since 1934; Wil- 
liams has been with the bank since 1932. 


NEW YORK 


NEW YORK—Joseph C. Bickford, in charge of investment 
information for BANKERS TRUST Co., named vice president; 
Edgerton P. Jennison made asst. vice president in this de- 
partment. Bickford, whose group is responsible for providing 
information and advice for correspondent banks and institu- 
tions, joined the company in 1927 and spent all but a few 


months of his career with the bank in the trust investment 
field. 


NEW YORK—Appointed assistant secretary at HANOVER 
BANK was C. E. Corbett, Jr., personal trust administration. 
John Dewar and Donald B. Herterich named assistant treas- 
urers, personal trust securities and corporate trust, respec- 
tively. 

ROCHESTER—William F. Jones appointed executive vice 
president of CENTRAL Trust Co. He formerly was vice 
president of First STAMFORD (Conn.) NATIONAL BANK & 
Trust Co., now known as NATIONAL BANK & TrRuST Co. of 
Fairfield County. 


NORTH CAROLINA 


CHARLOTTE—4J. P. Hobson, senior vice president, heads the 
newly created securities and research department at AMERI- 
CAN COMMERCIAL BANK, which will include in its functions 
the investing of the bank’s bond portfolio and assisting cor- 
responding banks and corporations with investments as well 
as research. Hobson will retain membership on the trust 
committee. Bruce R. Sigmon promoted from asst. trust officer 
to asst. vice president in charge of research; and J. R. Sheri- 
dan from asst. secretary to asst. vice president in charge of 
securities. 

CHARLOTTE—James W. Barnette, Jr., elected asst. trust 
officer and assistant secretary of WACHOVIA BANK & TRUST 
Co. Barnette has been with the bank since 1948, and for the 
past several years has been trust operations supervisor. 





OHIO 
CINCINNATI—William P. Scott appointed asst. vice presi- 
dent and director of advertising and public relations, at 
CENTRAL TRUST Co. Scott comes from LASALLE NATIONAL 
BANK in Chicago, where he was vice president in charge of 
business development, advertising and public relations. 


OREGON 


PORTLAND—Hull P. Dolson, vice president, named head 
of the investment department at First NATIONAL BANK. He 
will be responsible for all investment research, management 
of trust, pension and profit-sharing funds, and the common 
trust fund. 


PENNSYLVANIA 


PITTSBURGH—Arthur M. Scully, Jr., named assistant sec- 
retary of MELLON NATIONAL BANK & TrRusT Co. A graduate 
of U. of Pittsburgh, Scully is assigned to the estate planning 
division of the trust department. 


READING—Theodore L, Cuyler, III, vice president and 
manager of the investment department of BERKS COUNTY 


TrusT Co., will retire December 31st after serving the bank 
for 26 years. 
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SOUTH CAROLINA 


COLUMBIA—First NATIONAL BANK of South Carolina pro- 


moted Robert P. Wilkins to trust officer. 


TEXAS 


FORT WORTH—Fort WortH NATIONAL BANK named Alan 
C. Roberts manager of the newly created oil and gas section 
of the trust department. With Cities Service Oil Co. of 
Delaware since 1951, Roberts has been special representative 
for that company’s land in Fort Worth for the past two 


years. 


VIRGINIA 


RICHMOND—Wilbur R. Cross advanced to trust officer, and 
Ross Franklin Hawkins, Jr., to asst. trust officer, at CEN- 


TRAL NATIONAL BANK. 








Pi 
~ CRAB 


Home of the new First National Bank of Melbourne, Fla., shown 
to the public at an Open House on November 14. The bank began 
operations three days later under the presidency of C. Robert 
Brown, who has had extensive banking experience in both Penn- 


sylvania and New Jersey. On the board of directors are top offi- 
cers of four companies, an accountant, the head of the Melbourne 
Credit Bureau and two attorneys including Samuel J. Foosaner, 


T&E’s federal tax editor. 














EXECUTIVE PLACEMENT | 





Individuals seeking positions in trust 

departments may have free listing 

(maximum six lines). Responses to 

listings should be addressed to the 

Code number shown, care of “Trusts 

and Estates,” for forwarding to ap- 

plicant. The magazine cannot under- 
take to answer inquiries. 

Attorney, B.B.A. (Accounting) ,LL.B., 
LL.M, (Taxation); some experience in 
pension planning, trust and estate ac- 
counting and taxation; seeks career op- 
portunity with law firm, consulting firm 
or trust department, preferably in East. 
811-6. 

Tax Attorney, 36, LL.M. (Taxation), 
experienced estate planner; former law 
professor seeks association with trust 
company, corporation or law firm. Will 
relocate. 811-7. 

Investment analyst, prepared market 


letter for brokerage house, B.S. in Eco- 
nomics, M.A. in Political Science, U.S. 
Air Force Statistical School. 811-8. 


Attorney, 39, with 10 years private 
practice specializing Federal taxes and 
estate planning, desires position with 
trust department. 812-3. 

Attorney, 46, specialist in estate plan- 
ning, probate and real estate, seeks posi- 
tion in Southeast, preferably Florida 
east coast. 812-4. 

Attorney, 3 years experience in all 
phases of trust business as second in 
charge medium size midwest trust de- 
partment, seeks connection with progres- 
sive department with opportunity to in- 
troduce modern methods and _ buisness 
promotion ideas. Age 28. Will relocate. 
812-5. 

Young man, with 3 years experience 
as securities analyst for prominent New 
York City bank, desires opportunity in 
trust investment management. Will re- 
locate. 812-6, 








EXCELLENT OPPORTUNITY 
For A 
TRUST OFFICER 


Large Texas bank offers responsible position to qualified trust 
officer. This is an unusual opportunity for a trust man with 
proven ability and wide experience in trust administration. 


Salary open. All applications will be held in strict confidence. 


Box H-812-1, Trusts and Estates 
50 East 42nd St., New York 17 





IN MEMORIAM 
CHARLES E. CLIFTON, president and 
trust officer of TRUST COMPANY OF NEW 
JERSEY, Jersey City. 
ALBERT W. Harris, dean of Chicago 
bankers and former board chairman and 


president of Harris Trust & Savings 
Bank. 
WILLIAM A, HOOVEN, executive vice 


president and trust officer of PALISADES 
(N. J.) Trust Co. 
A A A 

New Bank Personnel Agency 

A recently-chartered organization, 
Bank Personnel Clearing House of Chi- 
cago, will function in the uniaue capacity 
of a clearing house for banks and present 
or future bank executives, satisfying a 
need for one centrally-located bank per- 
sonnel agency. 

By means of a tabulation and cross- 
filing system BPCH will be able to 
furnish immediate service to banks de- 
siring a particular type of executive. 
The hiring bank will be asked to pay a 
minimal fee and in some instances there 
will be a slight advertising fee required 
of the applicant. 

Banks desiring to fill positions or ex- 
ecutives wishing to file applications may 
write to Box 1662, Chicago, Ill. 

A A A 
@ More than 10,000 people, living in 
every state in the Union and 42 foreign 
countries, received checks this year from 
Fidelity-Philadelphia Trust Co. The 
checks, over 40,000, represented pay- 
ments to beneficiaries under wills and 
trusts administered by the trust company. 





TRUST ADMINISTRATOR 


Independent Bank in San Diego, Califor- 
nia, with young, rapidly growing Trust 
Department has opening for young (26- 
32) recent law graduate or Estate Admin- 
istrator with some experience. Career po- 
tential is tied to our expansion. Submit 
resume, picture, and salary required. 


Box H-812-2, Trusts and Estates 
50 East 42nd St., New York 17 
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Trust Division Subcommittee 
Chairmen Named 


Of the 16 committees of the American 
Bankers Association functioning a year 
ago, 13 will continue with the same 
chairmen for the coming year. The Com- 
mittees on Employees Trusts, Relations 
with the Bar, and Taxation, have new 
chairmen while the chairman of the re- 
cently organized Committee on Trust 
Education is also chairman of the Trust 
Personnel Committee. The roster fol- 
lows: 


Common Trust Fund: Hollis B. Pease, 
vice president, The Hanover Bank, New 
York. 

Corporate Trust Activities: Ronald M. 
Kimball, vice president, Continental IIli- 
nois National Bank and Trust Co., Chi- 
cago. 

Costs and Charges: W. F. Worthing- 
ton, vice president and senior trust offi- 
cer, First National Bank in Dallas. 

Employees Trusts: Cecil P. Bronston, 
vice president, Continental Illinois Na- 
tional Bank and Trust Co., Chicago. 

Fiduciary Legislation: Leroy B. Staver, 
vice president and trust officer, The 
United States National Bank of Port- 
land, Ore. 

Handling Businesses in Trust: 
ence D. Cowdery, vice president, 
Boatmen’s National Bank, St. Louis. 

Operations for Trust Departments: 
Herbert J. Smith, vice president, Old 
Colony Trust Co., Boston. 

Relations With the Bar: Joseph W. 
White, vice president, Mercantile Trust 
Co., St. Louis. 

Relations With the Public: Edward W. 
Nippert, vice president and trust officer, 
Fifth Third Union Trust Co., Cincinnati. 

Relations With Life 


Clar- 
The 


Underwriters: 


John M. Zuber, vice president and trust 
officer, Republic National Bank of Dallas. 

Relations With Supervisory Authori- 
William P. Wiseman, vice presi- 
dent and trust officer, Chicago Title and 
Trust Co. 


ties: 


NEW COMMITTEE CHAIRMEN 











C. P. BRONSTON JOSEPH W. WHITE 












R. L. WooDFoRD RICHARD P. CHAPMAN 
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Statistics: Robert A. Jones, vice presi- 
dent, Guaranty Trust Co., New York. 

Taxation: Robert L. Woodford, vice 
president and trust officer, Delaware 
Trust Co., Wilmington. 

Trust Education: Richard P. Chap- 
man, president, Merchants National 
Bank of Boston. 

Trust Investments: E. T. Bartlett, 
vice president, The Cleveland Trust Co. 


Trust Personnel: Mr. Chapman. 


Trust Policies: B. B. Brown, vice 
president and senior trust officer, Amer- 
ican Trust Co., San Francisco. 


AB A A 

NEW TRUST POWERS AND 
MERGERS 

Tucson, Ariz. — BANK OF DOUGLAS 


has established a trust department 
branch office here with Robert S. Elliott, 
asst. trust officer, in charge. 

Hartford, Conn. — CoNNECTICUT BANK 
& TrRusT Co. and MANCHESTER TRUST 
Co. approved merger under the former’s 
name. 

Washington, D. C. — Stockholders of 
MUNSEY TRUST Co. approved sale of its 


assets to UNION TRUST Co., effective 
December 26. 

East Chicago, Ill. — First NATIONAL 
BANK and UNION NATIONAL BANK 


merged under the title First NATIONAL 
BANK of East Chicago. 


Fort Wayne, Ind. — Dime Trust & 


* 





SAVINGS BANK has changed its name to 
INDIANA BANK & TRUST Co. 

Bossier City, La. — NATIONAL BANK 
has been granted trust powers and estab- 
lished a trust department, with Robert 
B. Scott as vice president, cashier and 
trust officer and W. B. Hunter as vice 
president and asst. trust officer. 

New York, N. Y. — A plan to change 
the name of Ciry BANK FARMERS TRUST 
Co. to First NATIONAL City TRUST Co. 
is under consideration by shareholders. 

Saranac Lake & Watertown, N. Y. — 
Stockholders of NORTHERN NEW YORK 
Trust Co., Watertown, and ADIRONDACK 
NATIONAL BANK & TruUsT Co. approved 
merger under the name of the former. 

Charlotte & Lenoir, N. C. — Consolida- 
tion of BANK OF LENOIR, UNION NA- 
TIONAL BANK of Lenoir and First UNION 
NATIONAL BANK OF NORTH CAROLINA 
(Charlotte) became effective under the 
latter’s name. 

Bradford, Pa. — Merger of BRAD- 
FoRD NATIONAL BANK and CITIZENS NA- 
TIONAL BANK became effective under the 
former’s name. 

Oak Hill, West Va. — MERCHANTS & 
MINERS NATIONAL BANK received trust 
powers. 

Richmond, Va. — SAvINGS BANK & 
Trust Co. will become a branch office of 
First & MERCHANTS NATIONAL BANK on 
completion of merger. 

Seven Corners, Va. — FAIRFAX COUN- 
Ty NATIONAL BANK has been granted 
trust powers. 





and common trust funds. 
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DIRECTORY OF TRUST INSTITUTIONS 


a handy, pocket-size guide in which to mark — or list — 
friends’ names, and a useful reference for correspondence and 
convention or business trips. Data include officers in charge 
of trust department, investments, new business, pension trusts 


PRE-PUBLICATION PRICE: $10 


50 East 42ND STREET, NEw YorK 17, N. Y. 


Please enter order for -................. copy(ies) of the new DIRECTORY OF TRUST 
INSTITUTIONS at $10 per copy (postage prepaid if check accompanies order) 
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Wormser’s Guide to Estate Planning 


RENE A. WORMSER. Prentice-Hall, Inc., 

Englewood (Cliffs, N. J. (175 pp. $4.95). 

Rene Wormser, lawyer, lecturer and 
authority on estate planning, addresses 
the layman, not the technician, in this 
most recent of his works. With footnotes 
few and far between, and not a single 
lawcase cited, the reader is shown how to 
choose between various objectives, and 
to achieve those objectives, in planning 
for the future well being and financial 
security of himself and his family. 
Among the things one must reckon with 
in our world today, are “inflation, our 
mad tax system, and the paternal state.” 
The last chapter of this valuable guide 
deals with these three factors, and sets 
forth the author’s views on the dwin- 
dling role of the “rugged individualist.” 
The work contains many sample plans 
for typical situations. 


Powell on Real Property (Vol. 6) 


RICHARD R. POWELL. Matthew Bender & 

Co., New York City 16 (six vols. $120). 

Powell’s sixth and final volume on the 
law of property deals, in the first chap- 
ters, with illegal and other restraints on 
the alienation or use of land. These in- 
clude restraints as to the manner or time 
of alienation; provisions in restraint of 
marraige or will contests, and the exer- 
cise of police power. Under the latter 
topic, the author considers the segrega- 
tion of races in public places, slum clear- 
ance and urban renewal projects, zoning, 
and statutes affecting the health, safety, 
morals or resources of the public. 

Part VI of the book is devoted to: “Ac- 
quisition and Transfer of Interest in 
Land.” Here, Professor Powell treats of 
inter vivos transfers; also transfers by 
will, by accretion, escheat, intestate suc- 
cession and adverse possession; as well 
as such matters as recordation and regis- 
tration provisions; conflict of laws and 
revocation of wills. 

As in the previous volumes, each chap- 
ter commences with a general analysis of 
the problem under consideration and pro- 
ceeds to a study, in paragraph form, of 
the various subdivisions or aspects of the 
problem. Generous acknowledgement is 
given to the assistance of researchers, 
but it is the scholarly commentary, the 
authoritative analysis and broad back- 
ground which Professor Powell brings to 
the treatise that makes it outstanding 
among reference works. 

The publishers have announced the is- 
suance of supplements for the first five 
books, thus bringing the set up to date. 
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Montgomery’s Federal Taxes (37th 
Ed.) 


Edited by PHILIP BARDES, JAMES J. MA- 

HON, JR. JOHN McCULLOUGH and MARK 

E. RICHARDSON. The Ronald Press., New 

York City 10 (1300 pp. $25). 

The high standards set by the late 
Col. Robert H. Montgomery in his annual 
interpretation and analysis of tax ques- 
tions continues to be maintained in this 
new edition. New chapters have been 
added on estate planning and the impact 
of income, estate and gift taxes in this 
field. There is also considerable new ma- 
terial on the Technical Amendments Act 
of 1958 and the Small Business Tax Re- 
vision Act of 1958. Easy readability of 
the text is maintained by confining cita- 
tions to footnotes, and the index pro- 
vides clearly visible references by chap- 
ter and page numbers. The editors con- 
tinue the policy of combining interpreta- 
tive comment with present and proposed 
regulations and relevant law. 


TAX PRACTITIONER’S LIBRARY 
Assignment of Income 


DON J. SUMA (131 pp.). 


Repairs vs. Capital Expenditures 


JAMES C. WRIGGINS and GEORGE BYRON 
GORDON (144 pp.). 


Tax Avoidance vs. Tax Evasion 


SYDNEY A. GUTKIN and DAVID BECK 

(220 pp.). The Ronald Press Co., New York 

City 10 ($10 per vol.; $8.50 on subscription). 

Under the descriptive titles of these 
works, the editors and authors have pub- 
lished a collection of selected cases, pre- 
sented in the unusual format heretofore 
noted. (May and Nov. 1958 T.&E.). 
This format is a double-column case 
analysis, one side of the column being de- 
voted to brief paragraph digests of 
factual situations, and the opposite side 
giving the court or Treasury Department 
ruling on that particular set of facts. 
Thus, the reader is enabled at a glance 
to find a pertinent problem and ruling. 
This material is preceded by a chapter 
comprising a statement and analysis of 
the topic under consideration in each 
volume; and is followed by a closing 
chapter giving the authors’ conclusions 
and cautions, or “steps to be taken.”’ Case 
tables, extracts of tax statutes and an 
index complete the needed references in 
each case, 


Income Tax Differentials 


TAX INSTITUTE, INC., Princeton, N. J. 

(258 pp., $6.) 

Areas of preferential treatment for 
certain taxpayers are mapped out in this 
report of the 18th annual Symposium of 
the Tax Institute, held in November, 
1957. The study represents the work of 
seventeen tax experts on separate aspects 
of the tax law. Loopholes and equities 
which have arisen over the years, par- 
ticularly since World War II, are cited 


in support of the argument that a com- 
plete revision of the law is necessary, 
with an overall reduction in the tax 
rates. 


Fundamentals of Federal Income Es- 
tate and Gift Taxes 


Edited by EDWIN H. WHITE. Research & 
Review Service of America, Inc., Indianapolis 9, 
Ind. (Fourth Edition, 238 pp. $5.75). 

The emphasis of this study is placed 
upon the taxation of life insurance and 
annuities. One section deals with the 
coordination of estate settlement ar- 
rangements and the tax considerations 
therein involved. The spiral-bound vol- 
ume is liberally interspersed with exam- 
ples and analyses of significant tax 
cases. 


53 New Plans for Saving Estate and 
Gift Taxes 


J. K. Lasser Tax Institute. American Research 

Council, Larchmont, N. Y. (230 pp. $5.95). 

The accent throughout this book is on 
simplicity and practicality. Written for 
the layman it presents familiar family 
problems and tax saving plans through 
the device of typical situations, Thus, a 
“Mr. Guardall,” a “Mr. Wanderer,” or 
a “Mr. Builder” is a prototype of the 
head of a family who is involved in some 
aspect of an estate planning problem. 
He is shown how to use trusts, savings 
accounts, insurance, securities, charitable 
gifts, transfers during his lifetime, cor- 
porations, the marital deduction and 
various other devices, singly and in com- 
bination, with the greatest saving to his 
estate in the way of taxes. 

The 53 skeletal plots, or plans, range 
in length from one to four pages. These 
are preceded by a brief discussion of 
some of the fundamental concepts of 
estate planning. The book also contains 
a convenient summary of the various in- 
heritance and death taxes of the states, 
and an index. The publishers point out 
to the reader the need for consulting his 
attorney and his advisers on insurance 
and investments before attempting to 
construct his own estate plan, this vol- 
ume being intended to prepare the reader 
for such consultations. 


ARTICLES 


Estate Taxation of Annuities and 

Other Payments 

I. MEYER PINCUS. Virginia Law Review, 

October, 1958 (Charlottesville, $2). 

It is suggested that section 2039 of 
the Code be revised to take care of the 
special problems of employee benefits in 
a manner different from that now ap- 
plicable under the general treatment of 
commercial annuities. For example, the 
author cites the employment relationship 
as sufficient to justify a tax, since it is 
that relationship which generates the 
source and provides the motive for the 
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payment of benefits to the decedent’s 
family. He points out the possibility 
under present law of transmitting tax 
exempt survivor benefits coupled with a 
power of appointment for two genera- 
tions without the payment of estate tax. 
Another technicality of present law per- 
mits the cost of benefits for the rank 
and file employees to be saved from cor- 
porate income taxes. Other devices per- 
mit the creation of new corporate sur- 
plus, to be poured into the estate of 
stockholders tax free. These and other 
instances warrant corrective legislation, 
according to the author, 


Suggested Revisions of Estate and 

Trust Income Taxation 

GEORGE CRAVEN. Virginia Law Review, 

October, 1958 (Charlottesville, $2). 

The recommendations for amendment 
of Subchapter J, relating to taxation of 
income from estates and trusts, as em- 
bodied in H.R. 11997 are endorsed by 
this author. He cites problems arising 
from changes made by the 1954 code, 
and many which have arisen since its 
enactment and which the regulations in- 
adequately rectify. Among these is the 
treatment of deductible items paid from 
corpus; distributions of principal treated 
as distributions of income; the tier sys- 
tem; the use of income to discharge legal 
obligations; multiple trusts, and other 
problems. It is the author’s opinion that 
the enactment of H.R. 11997 will be 
a step toward the simplification and 
clarification needed in this area. He cites 
and analyzes many cases in support of 
his view. 


Something About Deferred Compen- 
sation 

WILLIAM B. LYNCH, Jr. The Journal of the 

American Society of Chartered Life Underwrit- 

ers, Fall, 1958 (3924 Walnut St., Philadelphia 

4, $1.50). 

This is a very full discussion, amply 
illustrated by tables, of the ways in 
which insurance can be used to fund de- 
ferred compensation plans. The relative 
merits of various plans, fitted to specific 
contingencies, are analyzed with respect 
to the present and retirement age of the 
employee, the cost to the employer, tax 
incidents, the growth value of the in- 
vested fund and other factors. 


Insured Pensions and Inflation 
MORGAN H. ALVORD. The Journal of the 
American Society of Chartered Life Underwrit- 
ers, Fall, 1958 (3924 Walnut St., Philadelphia 
4, $1.50). 

Mr. Alvord, second vice president of 
Connecticut General Life Insurance Co., 
States that there are many methods of 
recognizing the effects of inflation in an 
imsured pension plan, and of providing 
against such effects. The variable an- 
nuity is one such method. Others include 
periodic review and adjustment in the 
benefits, cost-of-living plans and supple- 
mental plans. These are all explained in 
convincing manner. 
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Mathematical and Legal Factors in 
the Selection of Settlement Options 
for Beneficiaries 
B. WILLIAM STEIS'BERG. The Journal of 
the American Society of Chartered Life Under- 
writers, Fall, 1958 (3924 Walnut St., Philadel- 
phia 4, $1.50). 

After touching on the concepts of four 
basic programming techniques: viz, in- 
terest; fixed amount; fixed period and 
life income, the author proceeds to 
analyze basic objectives, or family situa- 
tion patterns which govern the selection 
of suitable settlement options. 


Federal Taxation of Benefits Under a 
Qualified Pension or Profit-Sharing 
Trust or Annuity 


ROBERT J. LAWTHERS. The Journal of the 
American Society of Chartered Life Underwrit- 
ers, Fall, 1958 (3924 Walnut St., Philadelphia 
4, $1.50). 


.Recent Developments in Accounting 


for Employee Benefit Plans 


ISIDORE PLATKIN. The New York Certified 
Public Accountant. November, 1958 (677 Fifth 
Ave., New York 22, 50¢). 


In addition to outlining some of the 
more important recent developments af- 
fecting the accounting and auditing of 
employee benefit plans, the author of 
this article has also provided pertinent 
background material to aid in the recog- 
nition of trends which may have signifi- 
cant hearing upon the role of the certi- 
fied public accountant in this field. 


Omission of Mistaken Insertions in 
Will Contests 


Indiana Law Journal, Summer, 1958 (Bloom- 

ington, Ind., $4.50 per year). 

Whereas English probate courts have 
permitted the omission of a word or 
words, where mistakenly inserted in a 
will, American procedure is to correct 
mistaken insertions by construction 
rather than by omission. Cases of such 
corrections are reviewed and the legal 
profession in the United States is here 
urged to utilize omission to achieve the 
desired objective of the testator, when- 
ever possible. 


The Testator’s Intention as a Factor 
in Determining the Place of Pro- 
bate of His Estate 
Indiana Law Journal, Summer, 1958 (Bloom- 
ington, Ind., $4.50 per year). 

Concededly, the situs of real property 
has exclusive probate jurisdiction over 
which the testator’s expressed intent that 
his will be probated elsewhere has no 
effect. This note takes cognizance of a 
seemingly growing inclination to con- 
sider the testator’s declaration as to his 
domicile, where the disposition of per- 
sonalty is concerned. Such declarations 
are of more frequent occurrence where 
two or more homes are maintained in dif- 
ferent states. 
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Wills —- Testamentary Additions to 
the Corpus of an Inter Vivos Trust 
— Recent Judicial and Legislative 
Developments 
RICHARD I. SINGER. Michigan Law Review, 
November, 1958 (Ann Arbor, $1.50). 
Professor George E. Palmer‘s article 

in 50 Michigan Law Review 33 (1951) 
entitled “Testameutary Dispositions to 
the Trustees of an Inter Vivos Trust” 
serves as a basis for the present study. 
Herein are noted the recent trend toward 
a more liberal attitude in upholding such 
dispositions, both in judicial decisions 
and statutes. Enactments during 1957 
and 1958 permitting testamentary addi- 
tions to the corpus of an inter vivos trust 
are tabulated and analyzed for the states 
of Connecticut, Illinois, Indiana, Missis- 
sippi, Nebraska and North Carolina. 


Services by CPAs in Estate Planning 


American Institute’s Committee on Estate Plan- 
ning. Journal of Accountancy, November, 1958 
(270 Madison Ave., New York 17, 75¢). 


Those accountants who may be un- 
familiar with the role they can play as 
members of the estate planning team 
will find this article profitable. It out- 
lines the basic problems and _ solutions, 
and stresses the importance of constantly 
keeping in mind the human values. These 
values are to be set above the perhaps 
more obvious and easily solved considera- 
tions of tax savings. 


Defalcations in Trust Departments 


WILLIAM S. WAIT. The Trust Bulletin, Oc- 
tober, 1958 (12 E. 36th St., New York 16; 
50¢). 

Bank examinations and fidelity bonds 
are not sufficient protection against the 
problem of employee dishonesty, warns 
Mr. Wait, former Assistant Federal Re- 
serve Examiner. He claims that even the 
most thorough check of an employee’s 
record and background may not reveal 
the latent personality defect which leads 
to embezzlement. Defalcations in trust 
departments, however, reportedly cannot 
occur unless three conditions are present 
simultaneously: (1) a pressing financial 
problem which the employee believes is 
“nonshareable;” (2) a knowledge that 
the financial problem can be secretly re- 
solved by violation of the employee’s fi- 
nancial trust; and (3) a rationalization 
which enables the employee to adjust his 
concept of himself as a trusted person 
with his concept of himself as a user of 
entrusted funds and property. Drawing 
on his long experience as a bank ex- 
aminer, the author outlines in detail the 
personnel policies and control measures 
which should be installed in order to pre- 
vent defaleations in trust departments. 


The Effect of Estate Taxes Upon the 
Right of Election 


Fordham Law Review, Summer, 1958 (302 
Broadway, N. Y. C., $1). 


The New York statutory right of elec- 


tion of surviving spouses to renounce the 
share provided for them by will and take 
their “intestate” share has been compli- 
cated by computations of estate taxes and 
marital deduction. Two recent cases are 
considered to becloud rather than clarify 
the problem of drafting testamentary 
dispositions for a surviving spouse in 
such manner as to bar an election. 


The Constructive Receipt of Divi- 
dends by Stockholders of a Closely 
Held Corporation 


WILLIAM CHARLES BRAFFORD. Kentucky 
Law Journal, Summer, 1958 (Lexington, Ky.; 
$2). 


Under the “separate entity” rule, cor- 
poration income is not taxed to stock- 
holders until the formal declaration of a 
dividend. An exception to the rule arises 
when the courts determine that certain 
transactions between the corporation and 
the stockholders have as their purpose 
the avoidance of taxes. In such cases, the 
courts will look to the “substance rather 
than the form” of the transaction and 
apply the tax statutes accordingly. This 
doctrine of substance versus form is par- 
ticularly important in transactions in- 
volving stockholders of closely held cor- 
porations and has led to the theory of 
“constructive receipt of dividends.” Ana- 
lyzed here are some of the cases where 
such a ruling has been reached. Among 
the factors considered are “thin capi- 
talization,” advances and loans between 
the stockholders and a closely held cor- 
poration, and the forgiveness or cancella- 
tion of indebtedness created by such 
loans. 


Pianning for the Disposition of a Sub- 
stantial Interest in a Closely Held 
Business 


ALAN N. POLASKY. Iowa Law Review, Vol- 
44, 1958. 


Possible methods of disposing of an 
interest in a proprietorship are con- 
sidered in this article by Professor 
Polasky. Two subsequent installments, 
to be published later, will deal with 
plans for partnerships and corporations. 


Fiduciary Accounting and Taxation 


BERNARD BARNETT. The New York Certi- 
fied Public Accountant, October, 1958 (677 
Fifth Ave., New York 22; 50¢). 


Mr. Barnett explores four of the many 
areas of differences which exist between 
New York State fiduciary accounting, 
federal taxation and New York State 
taxation. These four areas are: basis. 
depreciation, depletion, and accounting 
periods. He sets forth the basic princi- 
ples underlying proper fiduciary account- 
ing and notes some of the interrelativon- 
ships, interdependencies and conflicts }e- 
tween federal and New York estate and 
income taxation in the highly specialized 
field of fiduciary accounting. 
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GIFT TAX REGULATIONS 
(Continued from page 1110) 


voking spouse is liable jointly with the 
donor spouse. 


Transfers under power of appointment 
(§ 25.2514-1). The new _ regulations 
make clear what was necessarily hereto- 
fore implied, namely, that if the instru- 
ment creating the power affirmatively 
limits it to designated persons or classes 
other than the donee, his creditors, his 
estate, or the creditors of his estate, it is 
a limited power (subsec. (c) (1) (a)). 
Subsection (c)(1)(b) is new: 


«“* * * A beneficiary may have two 
powers under the same instrument, 
one of which is a general power of 
appointment and the other of which 
is not. For example, a beneficiary may 
have a general power to withdraw 
a limited portion of trust corpus dur- 
ing his life, and a further power 
exercisable during his lifetime to ap- 
point the corpus among his children. 
The latter power is not a general 
power of appointment (but its ex- 
ercise may cause a release of the 
former power; see example in para- 
graph (b) (2) of this section) .” 


Defining the “ascertainable standard” 
specified under section 2514(c) (1), the 
regulations contain this new provision: 


«x * * Examples of powers which 
are limited by the requisite standard 
are powers’ exercisable for the 
holder’s ‘support,’ ‘support in reason- 
able comfort,’ ‘maintenance in health 
and reasonable comfort,’ ‘support in 
his accustomed manner of _ living,’ 
‘education, including college and pro- 
fessional education,’ ‘health,’ and 
‘medical, dental, hospital and nursing 
expenses and expenses of invalidism.’ 
In determining whether a power is 
limited by an ascertainable standard, 
it is immaterial whether the benefi- 
ciary is required to exhaust his other 
income before the power can be ex- 
ercised.” (§ 25.2514-1 (c) (2).) 


A general power created on or before 
October 21, 1942, is not taxable unless 
exercised (§ 2514(a), 1954 Code). The 
regulations contain the following new 
provisions (subsec. (e) ): 

“*« %* * Ror example, assume that A 
created a revocable trust before Oc- 
tober 21, 1942, providing for payment 
of income to B for life with remain- 
der as B shall appoint by will. If A 
dies after October 21, 1942, without 
having exercised his power of revoca- 
tion, B’s power of appointment is 
considered a power created after Octo- 
ber 21, 1942, * * *” 


The rules as to irrevocable inter vivos 
trusts created prior to October 21, 1942, 
are different. See subsection (e). 

Powers of appointment created on or 


before October 21, 1942 (§ 25.2514-2). 
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As to release or lapse, partial or total, 
of pre-October 22, 1942 powers, see sub- 
sections (c) and (d). As to partial exer- 
cise, the regulations provide (subsection 


(e)): 


“(e) Partial exercise. If a general 
power of appointment created on or 
before October 21, 1942, is exercised 
only as to a portion of the property 
subject to the power, the exercise is 
considered to be a transfer only as to 
the value of that portion.” 


Powers of appointment created after 
October 21, 1942 (§ 25.2514-3). The 
former regulations (§ 86.2(b)) are 
amplified somewhat and new illustra- 
tions given as to what are interests ad- 
verse to the exercise of the power (sub- 
sec. (b)(2)). For examples generally 
of the application of the section, see 
subsection (e). 

Partial releases, lapses and disclaim- 
ers of general powers created after 
October 21. 1942, are dealt with in sub- 
section (e). Where the possessor of a 
general power is incapable of validly ex- 
ercising or releasing it by reason of mi- 
nority or otherwise and the power may 
not be exercised or released on his be- 
half, the failure to exercise or release is 
not a lapse (release) of the power so as 
to constitute a gift (subsec. (c) (4) ). 

Disclaimer or renunciation of a gen- 
eral power is not considered a release 
(subsec. (c)(5)). Whether a disclaim- 
er or renunciation of a power over only 
a portion of the property subject to the 
power is effective depends on facts and 
circumstances and the local law. 

Subsection (d) deals with the crea- 
tion of another power by a person hold- 
ing a limited, post-October 21, 1942, 
power. Under laws relating to future in- 
terests, generally prevailing, its possible 
applicability is quite limited. 

Tenancies by the entirety; in general 
(§ 25.2515-1). This section and the 
three following constitute an extended 
footnote to the new code section 2515. 
Their general effect is that the creation 
of a tenancy by the entirety or a joint 
tenancy in real property between hus- 
band and wife does not constitute a pres- 
ent gift unless the donor so elects for the 
calendar year in which the relationship 
is created. (On manner of election and 
valuation, see § 25.2515-2.) On termina- 
tion of such an estate other than by rea- 
son of death of a spouse, the donor 
spouse is deemed to have made a gift 
“to the extent that the proportion of the 
total consideration furnished by such 
spouse multiplied by the proceeds of 
such termination (whether in form of 
cash property or interests in property) 
exceeds the value of such proceeds of 





termination received by such spouse.” 
(§ 2515(b), I.R.C.) On this, see sec- 
tions 25.2515-3 and 25.2515-4, which 
give a number of illustrations of the 
operation of section 2515, 1954 Code. 

Certain property settlements 
§ 25.2516-1). This section is an inter- 
pretation of the new code section 2516, 
excluding from taxable gifts certain 
property settlements incident to divorce. 
In effect, it adopts the rule of Harris 
v. Comm., 340 U.S. 106 (1950), extend- 
ing that rule to agreements between 
spouses “in settlement of their marital 
or property rights,” whether or not ap- 
proved by court decree, if divorce fol- 
lows within two years. 

Transfers in settlement of support ob- 
ligations (§ 25.2516-2). This relates to 
clause (2) of section 2516. Such trans- 
fers to provide a reasonable allowance 
for the support of children during 
minority are not subject to gift tax 
where they are made pursuant to an 
agreement satisfying section 2516. Pre- 
sumably it was considered superfluous 
to mention transfers made involuntarily, 
pursuant to court decree. 

Section 2517, I1.R.C. Certain annuities 
under qualified plans. The regulations 
contain nothing dealing with this sec- 
tion. 

Specific exemption (§ 25.2521-1). 


New subsection (b) states in part: 


“(b) No part of a donor’s lifetime 
specific exemption of $30,000 may be 
deducted from the value of a gift 
attributable to his spouse where a 
husband and wife consent, under the 
provisions of section 2513, to have 
the gifts made during a calendar 
year considered as made one-half by 
each of them. The ‘gift-splitting’ pro- 
visions of section 2513 do not author- 
ize the filing of a joint gift tax re- 
turn nor permit a donor to claim 
any of his spouse’s specific exemp- 
tion. se & $ 


Charitable and similar gifts (§25.2522 
(a)-1 & 2). Subsection (b) of section 
25.2522(a)-2, relating to charitable 
transfers subject to a condition or a 
power is new, providing that no deduc- 
tion is allowable unless the possibility of 
the happening of the defeating contin- 
gency “is so remote as to be negligible.” 
Conversely, if the occurrence of the de- 
feating contingency is “highly improb- 
able,” the deduction is allowed. Continu- 
ing, the regulations contain the follow- 
ing provisions which seem likely to pro- 
vide material for controversy in particu- 
lar cases: 


“* * * Tf the donee or trustee is 
empowered to divert the property or 
fund, in whole or in part, to a use or 
purpose which would have rendered 
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it, to the extent that it is subject to 
‘such power, not deductible had it 
been directly so given by the donor, 
the deduction will be limited to that 
portion of the property or fund which 
is exempt from the exercise of the 
power. The deduction is not allowed 
in the case of a transfer in trust con- 
veying to charity a present interest in 
income if by reason of all the con- 
ditions and circumstances surround- 
ing the transfer it appears that the 
charity may not receive the benefi- 
cial enjoyment of the interest. For 
example, assume that assets placed 
in trust by the donor consist of stock 
in a corporation, the fiscal policies of 
which are controlled by the donor and 
his family, that the trustees and re- 
maindermen are likewise members of 
the donor’s family, and that the gov- 
erning instrument contains no ade- 
quate guarantee of the requisite in- 
come to the charitable organization. 
Under such circumstances, no deduc- 
tion will be allowed. Similarly, if the 
trustees were not members of the 
donor’s family but had no power to 
sell or otherwise dispose of closely 
held stock, or otherwise insure the 
requisite enjoyment of income to the 
charitable organization, no deduction 
will be allowed.” 


Gift to spouse; in general (§ 25.2523- 
(a)-1). This section, dealing with the 
marital deduction, is in general con- 
formity with its predecessor, sections 


86.l16a and .16b. 


Life estate or other terminable inter- 
est (§ 25.2523(b)-1). The treatment of 
this subject matter in the gift tax regu- 
lations, parallel to that in the estate tax 
regulations (§ 20.2056(b)-1), seems to 
the present writer highly questionable. 

In subsection (a) (3) it is stated that 
“life estates, terms for years, annuities, 
patents and copyrights are therefore ter- 
minable interests,” not qualifying for 
the marital deduction. 

As to life estates, and terms for years. 
Suppose a husband, having acquired by 
purchase or inheritance, a life estate 
(for his own life or pur autre vie) in 
certain property, gives it to his wife. 
Since the disqualifying conditions speci- 
fied in section 2523(b) are absent, the 
gift qualifies for the marital deduction. 
The same principle would apply in the 
case of a freely transferable equitable 
life estate, and in the case of a term 
for years similarly acquired and given. 

As to patents and copyrights, certain- 
ly they are “terminable” in the sense 
that they don’t last forever. What would 
the Commissioner say about the gift 
of a horse? Or a mink coat? or an oil 
royalty? The point is that terminability 
is not determined by how long the thing 
given will last. The application of that 
test would bring almost everything in 
the terminable category. The test is, is 
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the donated property something which 
can be enjoyed and sold or otherwise 
disposed of, as long as the rather nar- 
row disqualifying conditions of sections 
2523(b)(1) and (2) are not present. 

Later illustrations in subsection (b) 
(6) indicate that the language quoted 
above is too broad. Annuities providing 
for no refund and that anything left 
at the death of the donee spouse is io 
go to her estate qualify for the marital 
deduction (subsec. (b) (6) (iii). Regard- 
ing patents, see (b) (6) (vi). 

Joint interests (§ 25.2523(d)-1). The 
possibility of the donor’s survival is 
net considered an interest retained by 
the donor for the purpose of the inter 
spouse deduction. In the case of real 
property, election would have io be 
made to treat the transaction as a gift 
in order to qualify it. 

Life estate with power of appoint- 
ment in donee spouse (§ 25.2523(e)-1). 
The new regulations make no startling 
departures from the old (§ 86.16a) ex- 
cept to give recognition to the pro- 
visions of the 1954 Code allowing the 
marital deduction in the case of trans- 
fers of specific portions of property and 
the income therefrom, thereby correct- 
ing an inadvertence in the 1948 legis- 
lation establishing the marital deduction 
as to inter vivos and testamentary gifts. 
A new subsection (b) deals at length 
with problems arising out of the pro- 
visions as to specific portions, a term 
defined in subsection (c), followed by 
illustrations. “Entire interest” is defined 
and illustrations given in subsection 
(d). 

The allowance of the marital deduc- 
tion in connection with trusts so far 
as right to income is concerned is cov- 
ered in subsection (f) which clears up 
an ambiguity in the former regulation 
in giving the following example: 

“* * * For example, a provision in 
the trust instrument for amortization 
of bond premium by appropriate pe- 
riodic charges to interest will not dis- 
qualify the interest transferred in 
trust even though there is no State 
law specifically authorizing amortiza- 
tion which is applicable only in the 


absence of such a provision in the 
trust instrument.” 


Power of appointment in the donee 
spouse is covered in subsection (g). A 
joint interest given the spouse will qual- 
ify if severable by the spouse without 
the consent of the joint owner (subsec. 
(g)(2)). This will qualify donated 
joint tenancy interests for the marital 
deduction in California, probably in 
most states that recognize joint tenan- 
cies. 

Subsection (g)(3) states that “if a 





power of invasion is exercisable only 
for the spouse’s support, or only for her 
limited use, the power is not exercis- 
able in all events,” going on to say that 
the power of invasion must be unre- 
stricted, with power to dispose of the 
property in any manner, including dis- 
posal by gift. The following provision 
from paragraph (5) of subsection (g) 
is new: 


“(5) If the donee spouse has the 
requisite power to appoint to herself 
or her estate, it is immaterial that 


she also has one or more _ lesser 
powers. Thus, if she has a testa- 
mentary power to appoint to her 


estate, she may also have a limited 
power of withdrawal or of appoint- 
ment during her life. Similarly, if 
she has an unlimited power of with- 
drawal, she may have a limited testa- 
mentary power.” 


A new provision in paragraph (h) is 
of interest: 


60 oe Oe 


Thus, a power in a trustee 
to distribute corpus to or for the 
benefit of the donee spouse will not 
disqualify the trust. Similarly, a 
power to distribute corpus to the 
spouse for the support of minor chil- 
dren will not disqualify the trust if 
she is legally obligated to support 
such children. * * *” 


Marital deduction in cases involving 
community property (§ 25.2523(f)-1). 
The principal change here relates to the 
provision in the 1954 Code providing 
that separate property acquired by the 
donor as the result of a “conversion” 
after December 31, 1941 (instead of 
between 1941 and April 3, 1948) of 
community into separate property will 
not be recognized as creating separate 
interests for gift tax purposes (subsec. 
(b) (ii) ). 

Extent of deductions (§ 25.2524-1). 
This is a new provision interpreting sec- 
tion 2524, 1954 Code, which provides 
that the charitable and marital deduc- 
tions are allowable only to the extent 
that the relevant gifts are included in 
the “total amount of gifts” made during 
the year. There is no corresponding pro- 
vision in the former regulations. An ex- 
ample illustrating the application of this 
somewhat enigmatic section is given. 


Persons required to file returns. 
(§ 25.6019-1 & 2). Information returns 
(Form 710) by donees and trustees are 
no longer required. Section 25.6019-2 
relates to returns required in cases of 
consent by a spouse under Code section 


2513. 

Contents of return (§ 25.6019-3). A 
new subsection (b) requires disclosure 
of written agreements in connection with 
divorce provided for under section 2516. 
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Preparation of Federal Income Tax 


Returns of Estates and I rusts 


GILBERT F. DUKES, C.P.A. 


Senior Partner, Smith, Dukes & Buckalew, Mobile, Alabama 
Past President, Alabama Society of Certified Public Accountants 


Editor’s Note: Although professional fidu- 
ciaries may stagger the fiscal years of the es- 
tates and trusts under their administration, 
the familiar upcoming date of April 15th 
makes the accompanying review of the rules 
for preparation of returns a timely refresher. 


HE PRINCIPLE FOR TAXING ESTATES 
B por trusts — sometimes referred to 
as the conduit rule — is that all of the 
taxable income of whatever kind and 
from whatever source, is taxable either 
to the beneficiary or to the fiduciary. 
Regardless of who is taxed, the income 
retains its same character, and the one 
paying the tax on the income is allowed 
all credits, exclusions, capital gains 
benefits or other privileges attached to 
the income. 

In “simple trusts” requiring the dis- 
tribution to beneficiaries of all income 
currently, the proper preparation of a 
fiduciary return is more or less elemen- 
tary, requiring not much more than the 
ability to read a form and to add or sub- 
tract correctly. In “complex trusts,” 
which is the designation given to all 
other than “simple trusts,” proper prep- 
aration involves complications and tech- 
nicalities sometimes requiring and often 
resulting from legal interpretations of 
various sections or provisions of the in- 
strument under which the executor or 
trustee is functioning. 


Determination of Income and 
Deductions 


Estates of deceased persons and trusts 
are regarded as distinct and separate 
taxable entities for Federal Income Tax 
purposes. They are subject to the same 
income tax rates as individuals, with 
some differences in the computation of 
credits and deductions. No credit for 
dependents is allowed; however, an es- 
tate with taxable income is permitted a 
personal exemption of $600 and trusts 
with taxable income are allowed an ex- 
emption of $300 or $100 depending 
upon the nature. of the trust, whether 





Address at annual meeting of Trust Division, 
Alabama Bankers Association, Oct. 16-17, 1958. 
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simple or complex. Estates and trusts 
are not required to file any declaration 
of estimated taxes. Payment in full when 
the return is filed is required of a trust. 
However, the tax of an estate may be 
paid in four equal installments, one with 
the return, and the others each three 
months after the due date for filing the 
return. The return for a calendar year 
estate is due by April 15. 

The gross income of an estate or trust 
is determined in the same manner as 
that of an individual, and should, there- 
fore, include all income of whatever kind 
or nature and from whatever source it 
may be derived and regardless of the 
distribution provisions therefor. 

In general, the deductions for interest, 
taxes and other business expenses are 
the same as for individuals with special 
rules applying to some of them. Proper 
allocation of income and deductions be- 
tween a beneficiary and a fiduciary has 
to be made in order that the deduction 
might follow the income to which it is 
attributable. Specifically, some of the 
special provisions are: 

The foreign tax credit is allocated be- 
tween the estate or trust and the bene- 
ficiaries, including any charitable bene- 
ficiaries, according to the proportionate 
share allocable to the income distribut- 
able to each. 

The dividends received credit of 4% 
on gross dividends received is allowed 
to a trust or estate, only in respect to 
the dividends received which are not 
properly distributable to a beneficiary. 

The $50 dividend exclusion is avail- 
able to the estate or trust only in a pro- 
rated amount, based on the portion of 
dividends which might be retained by 
the estate or trust. The dividend income 
distributed to a beneficiary is to be in- 
cluded in his dividends for purposes of 
determining his dividend exclusion of 
$50, but he is limited to that amount 
regardless of whether he receives the 
dividends direct or whether they are dis- 
tributed to him from a fiduciary. 


The standard deduction for expenses 
is not allowed to estates or trusts. 

Estates and trusts are not subject to 
the limitation on the amount of char- 
itable contributions, provided that under 
the terms of the instrument the amounts 
are paid or permanently set aside, for 
purposes dealing with contributions gen- 
erally or used for the exclusive chari- 
table organizations as defined under the 
Code. Some limitation on the charitable 
deduction is imposed on trusts in con- 
nection with what is termed unrelated 
business income, or if the trust has en- 
gaged in some prohibited transaction 
which might involve the use of income 
or corpus permanently set aside for 
charitable purposes. 


Optional Deductions 


Deductions which may be taken for es- 
tate tax purposes are not allowed as a 
deduction in computing the taxable gross 
income of the decedent’s estate, unless 
the right to claim the deduction for 
estate tax purposes is waived. The waiv- 
ing of a deduction for estate tax return 
purposes for the advantage of using it 
on the income tax return can very often 
result in substantial savings in taxes to 
an estate on account of the differential 
between the rates. 

The foregoing rule does not apply to 
deductions for items accrued at the date 
of decedent’s death. In some instances, 
they can be allowable deductions for 
estate tax purposes and also on the in- 
come tax return. For instance, in the 
case of a cash basis decedent with $100 
accrued interest which would be a claim 
against his estate, it could also be de- 
ducted as interest expenses when paid 
on the income tax return. 

The first one or two returns of in- 
come tax filed for an estate can be very 
important because the fiduciary has an 
option to decide on which return he is 
going to put a certain deduction, and he 
should have available to him the reduc- 
tion of estate taxes that may be involved 
as compared to the reduction in income 
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taxes by putting a particular deduction 
on the income tax return. 

While it is an inherent desire in all 
taxpayers to hold income taxes at an 
irreducible minimum, a fiduciary has 
an added responsibility, particularly 
where he may have discretionary powers 
as to distribution of income, to exercise 
that discretion wisely insofar as tax 
consequences to the estate or trust and 
to the individual beneficiary are con- 
cerned. Sometimes it is possible to hold 
the combined taxes at a minimum, and 
at the same time not defeat the de- 
ceased’s or grantors’ intentions. The Five 
Year Throw Back Rule discussed later 
has to be carefully considered in this 
respect. 


Four Factors 


In the proper preparation of fiduciary 
income tax returns for estates or trust, 
there are important factors to be de- 
veloped: 

1. Income — This is defined as: 
“The amount of income of the estate 
or trust for the taxable year determined 
under the terms of the governing instru- 
ment or applicable local law.” 

2. Distributable Net Income — The 
purposes of this new term in the 1954 
Code are to establish a maximum amount 
which can be deducted by the estate and 
taxed to the beneficiaries, and to en- 
able amounts distributed to retain their 
original character as ordinary income, 
dividual income, tax exempt income, 
capital gains, etc. To arrive at dis- 
tributable net income you first have to 
arrive at the taxable income of the 
estate, and then add back the personal 


exemption and any distribution deduc- 
tion which has been made on the re- 
turn. To this is then added back any 
tax exempt interest less expenses that 
might have been deducted against such 
interest, which expenses, if allocable to 
the exempted interest, are disallowed in 
computing the taxable income. Capital 
gains are excluded if they are allocated 
to corpus and are not paid or credited 
to the beneficiaries, or if not paid or 
set aside for charity. The underlying 
reason for excluding capital gains is 
their unavailability for distribution dur- 
ing the taxable year in most circum- 
stances. However, where gains are, in 
fact, distributed in the year the ad- 
ministration ends, they are left in dis- 
tributable net income so that the bene- 
ficiary will reflect them in his income. 
Or if the beneficiary is a charity, the 
need for proper adjustment of the char- 
itable deduction requires that capital 
gains be brought into the computation 
of distributable net income, and the 
capital gains are included in the dis- 
tributable net income without the 50% 
capital gains deduction. Capital losses 
are excluded from distributable net in- 
come except as an off-set to capital 
gains. The deduction allowable to estates 
and trusts for amounts paid, credited or 
required to be distributed to benefi- 
ciaries cannot exceed “distributable net 
income.” 

3. Deduction for Distribution to 
Beneficiaries — In the case of a simple 
trust (one which is required under the 
terms of the trust instrument to dis- 
tribute its income currently) a deduc- 
tion is available for the entire amount 
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of the income to be distributed current- 
ly. The deduction cannot include, how- 
ever, income which is not included in 
the gross income of the trust. The 
amounts to be considered as a distribu- 
tion deduction by the fiduciary and, 
therefore, includible in a beneficiary’s 
return are treated as consisting of the 
same proportion of each class of items 
entering into the distributable net in- 
come as the total of each class of income 
bears to such distributable net income, 
unless the terms of the trust instrument 
specifically allocate different classes of 
income to different beneficiaries or un- 
less local law requires a different al- 
location. 

If the income of the trust which is re- 
quired to be distributed currently ex- 
ceeds the distributable net income, each 
beneficiary is considered to have re- 
ceived only his proportionate share of 
the distributable net income. The 
amount taxable to each beneficiary in 
such case is the same fractional part 
of the distributable net income as the 
amount of trust income required to be 
distributed currently to such beneficiary 
bears to the trust income required to be 
distributed to all beneficiaries. Only a 
proportionate part of each particular 
item of gross income, and its related 
deductions, is allocated to each benefi- 
ciary. In other words, a beneficiary is 
considered to have received the same 
proportion of each class of income, such 
as dividends, rent, interest, etc., as the 
total of each class bears to the total 
distributable net income, unless specifi- 
cally provided otherwise by the instru- 
ment. 

4. Satisfaction of Legacy by Trans- 
fer of Property — Generally speaking 
no taxable gain or loss results from 
a transfer of property to a beneficiary 
under a specific bequest, whether its 
value at the time of transfer be greater 
or less than the value at the date of 
acquisition by the estate or trust. How- 
ever, gain or less is realized when a 
cash bequest is satisfied by the transfer 
of property. For instance, if a will pro- 
vides a cash bequest of $25,000 which 
is satisfied by the transfer of stock 
worth $25,000, the excess of the value 
of the stock over the basis in_ the 
hands of the trust or estate will repre- 
sent taxable gain from a sale or other 
disposition of stock, and should be in- 
cluded as income on the fiduciary re- 
turn. 


Throw Back Rule 
The 1954 Code injected an admittedly 


complex device known as the Five ear 
Throw Back Rule for eliminating. in 
most instances, tax avoidance by ac- 
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cumulating current income and later dis- 
tribution of such income in a low in- 
come year of the beneficiary. This 
elimination was accomplished by a pre- 
sumption that the income was, in fact, 
distributed in the five previous years. 
The several fairly common situations 
to which the rule does not apply are: 


1. Estates in process of administra- 
tion. 

2. Accumulation of less than $2,000 
in any taxable year unless more than 
$2,000 is distributed. 

3. Income accumulated for a bene- 
ficiary before his birth or until he at- 
tains 21 years of age. 

4. Amounts paid to a beneficiary for 
emergency needs. a 

5. Amounts paid to_ beneficiaries 
under trust provisions in existence on 
January 1, 1954, in not more than 
four payments at least four years 
apart. 

6. Amounts paid as a final distri- 
bution, more than nine years after the 
last transfer of property to the trust. 


Under the Five Year Throw Back 
Rule the excess of distributions in the 
taxable year over the distributable net 
income of that year (after deducting 
the income required to be distributed 
currently) are called “accumulation dis- 
tributions,” and are treated as having 
been distributed on the last day of each 
of the five preceding taxable years in 
inverse order, to the extent that such 
distributions exceed the undistributed 
net income for each of the intervening 
years. A distribution attributed to a 
prior year cannot exceed the undis- 
tributed net income of that year. Each 
beneficiary treats the additional amounts 
as if he had received them on the last 
day of the prior year involved. 

The tax returns of the beneficiaries 
for the prior years are not reopened, 
and they are not required to be amended 
and refiled, but a recomputation of the 
beneficiaries’ tax liability for those 
years is required to be made to deter- 
mine just how much additional tax that 
beneficiary would have had to pay had 
that year’s allocation of income been 
included in that particular year’s tax 
return. The additional amounts of tax 
due from the beneficiary for the year 
in which the accumulated distribution is 
received is the total of those additional 
amounts. The tax previously paid by 
the fiduciary in the year in which the 
income was accumulated is not refund- 
able to the fiduciary; it is treated as a 
credit against the additional tax of the 
beneficiary but only after the amount 
of the tax paid by the fiduciary for each 
prior year is added to the beneficiary’s 
income for that particular year. These 
computations are very similar to the 
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computations necessary to be made by 
individuals who receive compensation in 
one year which has been earned over a 
number of years and are permitted to 
allocate that income back over several 
years and to pay only the additional 
amounts as would have been required 
if the allocable portion had been in- 
cluded in each year’s income. 


Final Return 


Executors generally must see to the 
preparation and filing of the decedent’s 
final income tax return. As mentioned 
before, a fiduciary can reduce taxes by 
using deductions on the income tax re- 
turn rather than on the estate tax re- 
turn. For example, expenses for the 
medical care of a taxpayer which are 
paid out of his estate during the year 
after his death can be treated as paid 
by the taxpayer at the time incurred 
and, therefore, can be included as a de- 
duction on his final income tax return 
within the limitations applicable to medi- 
cal expense deductions. Such deduction 
is proper only if a statement is attached 
that the amount will not be claimed as 
a deduction for estate tax purposes. This 
treatment can frequently result in much 
greater savings in income tax than could 
be saved in estate taxes by including 
the amount on the estate tax return. 

Similar tax savings can be accom- 
plished through the optional treatment 
that is permitted in connection with 
some administration expenses. Reason- 
able amounts paid or incurred by the 
fiduciary of an estate or trust on ac- 
count of administration expenses, in- 
cluding fiduciary’s fees and expenses of 
litigation which are ordinary and neces- 


sary in connection with the performance 
of duties of administration, are de- 
ductible as non-business expenses under 
Section 212. To the extent that such ex- 
penses might be allocable to the produc- 
tion or collection of tax exempt income, 
they are not deductible. The same waiver 
provision is applicable to these deduc- 
tions. 

It is immaterial whether the expenses, 
if they are deductible are paid from 
corpus or income. They derive their 
character, not from the fund from which 
they are paid but from the purposes for 
which they are incurred. 


Deductions — 691(c) Credit — 


Installment Gains 


Under Section 691 (b) the business ex- 
penses, interest, taxes and expenses for 
the production of income for which a 
decedent was liable at the date of his 
death, but which were not properly al- 
lowable as a deduction in his final re- 
turn or in any prior taxable year, main- 
ly because his returns were on a cash 
basis, are allowed as income tax de- 
ductions when paid by the estate, or, if 
the estate was not liable to pay such 
obligations, they are allowed as a de- 
duction by the person who by bequest 
or inheritance or by reason of the death 
of the decedent, acquires, subject to the 
same liability, an interest in the proper- 
ty of the decedent. The same items may 
be claimed as debts or liabilities on the 
estate tax return if the property or assets 
in relation thereto are included in the 
estate tax return. 

Another deduction which might be 
easily overlooked by fiduciaries or by 
beneficiaries is the deduction provided 
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under Section 691(c) in respect to in- 
come in respect of a decedent which may 
be included as an asset in the estate 
tax return with estate taxes paid there- 
on. Such accrued income is taxed in the 
recipient’s income tax return in the 
same manner as it would have been in 
the decedent’s return had he received 
it himself. As a deduction against this 
income, the recipient of that income, 
whether it be the executor or a bene- 
ficiary, is entitled to a credit for the 
estate taxes attributable to the inclusion 
of that accrued income in the estate tax 
return. If the income in respect of a 
decedent is received by an estate or trust 
and is paid, credited or distributed io a 
beneficiary, the latter and not the fidu- 
ciary is entitled to the 691l(c) credit. 
The amount of that credit is not re- 
flected as a deduction on the fiduciary 
income tax return, and can only be 
availed of by the beneficiary in receipt 
of that income provided the fiduciary 
advises the beneficiary of his right to 
claim the credit, and the amount thereof. 

Included in the category of income 
in respect of a decedent to be reported 
by the fiduciary or beneficiary are in- 
stallment obligations with some un- 
realized gain element. Ordinarily, the 
transfer of title to an installment obli- 
gation is held to be disposition, and on 
disposition of any installment obligation 
all the unrealized and unreported gain 
is taxable. No gain on account of the 
transmission of installment obligations 
on account of a decedent’s death is re- 
quired to be reported as income in the 
return of the decedent for the year of 
his death. The decedent’s estate or the 


person entitled to receive such income 
by bequest or inheritance must include 
in gross income, when received, the same 
proportion of any payment on an in- 
stallment obligation as would have been 
returnable as income by the decedent if 
he had lived and received such payment. 
The amount includible in the income of 
the recipient of an installment obliga- 
tion is required to be the fair market 
value at the time of the transfer to him 
or the consideration received for the 
transfer of installment obligation which- 
ever is greater, reduced by the basis of 
the obligation in the hands of the de- 
cedent. The application of this slightly 
complicated situation could be _ illus- 
trated thus: 

A beneficiary is entitled to collect an 
installment obligation with a face value 
of $100 and considered to have a fair 
market value of $80 and a basis in the 
hands of the decedent of $60. If the 
recipient collects $100 the excess amount 
collected over the basis is considered 
income in respect of a decedent, in- 
cludible in the gross income of the re- 
cipient. In this case, the amount would 
be $40. If the recipient only collects 
$90, the amount received is reduced by 
the basis in the hands of the decedent 
and in that case the gain to be reported 
would be $30. Whoever collects and re- 
ports particular income is also entitled 
to the credit under Section 691(c) for 
the amount of estate taxes paid in re- 
spect thereo. 


Continuing Administration 


Prolonging administration of an es- 
tate can often accomplish tax savings. 
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The estate is a separate taxpayer with 
respect to any undistributed income. 
Having been taxed in the hands of the 
estate, such income is tax free when it 
is subsequently received by the _ ulti- 
mate beneficiaries. 


An estate can remain a separate iax- 
able entity so long as it is in administra- 
tion. The period of administration is 
generally the period which the fiduciary 
actually needs to perform the ordinary 
duties relating to administration, such 
as the collection of assets, and the pay- 
ment of debts, legacies and bequests. 


Fortunately, or in some cases unfor- 
tunately, there is no rule of thumb which 
can be used to measure this period. The 
time fixed for the settlement of ihe 
estate by the local law does not control 
for income tax purposes. Each set of 
facts must be examined to determine 
whether the continuation of administra- 
tion by the fiduciary is reasonable. Af- 
ter the completion of the ordinary duties 
of administration, the income is taxed to 
the beneficiary even though the executor 
has not distributed all of the assets. 


Some of the reasonable factors to pro- 
long the administration of an estate and 
to maintain it as a separate taxable en- 
tity have been: the necessity of account- 
ing — the determination of outstanding 
tax liabilities — and the need to parti- 
tion or dispose of jointly held proper- 
ty. Some factors that have not been 
considered reasonable for the prolonga- 
tion of administration have been: the 
necessity of building up a credit rating 


for decedent’s business — the need io 
pay off a mortgage on real estate — ihe 
incapacity of legatees — and the fact 


that the estate was to participate in a 
decedent’s partnership for a consider- 
able period of time. 


An estate which wages a_ battle 
through the Internal Revenue Service 
and the courts over major items affect- 
ing the computation of estate taxes, re- 
sulting from claims for deficiencies on 
account of revaluation of assets, may 
save more as a consequence of the con- 
tinuation of the estate as a separate en- 
tity than the cost of interest on the de- 
ficiency and expenses incurred in litiga- 
tion of the claimed deficiency. 


A A A 


@ At the quarterly meeting of the 
Houston Corporate Fiduciary Associa- 
tion on December 4, John E. Hodges, 
Chairman of the Department of [co- 
nomics and Business Administration of 
Rice Institute, and Economist and Di- 
rector of Operations Research, Hughes 
Tool Co. spoke on “The Economic Out- 
look.” 
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INCOME TAXES 


Validity of tax lien as against as- 
signee of interest in trust. Notices of 
liens for taxes for 1948, 1949 and 1950 
were filed in districts where taxpayer 
lived, Montgomery County, Maryland, 
and District of Columbia. Taxpayer was 
beneficiary under Delaware trust, and 
trustee was Delaware banking company. 
Subsequently, taxpayer assigned all of 
his share of income to arise from trust 
to defendant in this action. Commissioner 
sought to enforce judgment for taxes 
against taxpayer’s interest in trust. 

HELD: For taxpayer. Lien was not 
valid as against assignee of taxpayer’s 
interest as beneficiary of trust, where 
trust property was located in different 
state than that in which lien was filed. 
Lien must be filed at domicile of trustee 
where property is located and not at tax- 
payer’s residence. United States v. Dela- 
ware Trust Co., et al., D.C. Del., Oct. 
29, 1958. 


Attorney’s fee in estate tax refund 
action allowed as income tax deduction. 
Taxpayer was income beneficiary of 
testamentary trust. She paid deficiency 
asserted against estate, after entire es- 
tate, including testamentary trust corpus, 
had been consumed in paying portion of 
same deficiency. Taxpayer retained at- 
torney to bring suit for recovery of es- 
tate tax. Amount of fee was claimed as 
income tax deduction. Commissioner dis- 
allowed deduction as nontrade or non- 
business expense. 


HELD: For taxpayer. Payment was 
proper deduction as incurred for conser- 
vation of assets. Furthermore, it was 
not essential that transferee liability be 
first established against taxpayer before 
she could take steps to secure refund of 
estate taxes. B. K. Goldberg v. Comm., 
31 T.C. No. 27, Oct. 31, 1958. 


Recovery for services rendered to de- 
cedent includible in gross income. Tax- 
payer performed many small services 
for her neighbors during their lives. 
Neighbor husband indicated that she 
would be taken care of upon his wife’s 
death. Both died without leaving wills. 
Taxpayer filed application to admit to 
probate unsigned will alleged to be that 


g of neighbor’s wife. She then filed suit for 


reasonable value of personal services ren- 
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dered neighbor couple. Estate subse- 
quently made settlement. Commissioner 
charged taxpayer with taxable income 
for amount received in settlement. 

HELD: For Commissioner. Amount 
received was not property acquired by 
bequest, devise or inheritance, It repre- 
sented compensation for services ren- 
dered and is includible in gross income. 
W. D. Jones et al. v. Comm., T.C. Memo 
1958-191, Nov. 13, 1958. 


Widow-beneficiary of insurance pro- 
ceeds not liable as transferee for taxes. 
During his lifetime, decedent purchased 
insurance policy and several annuity 
contracts. After his death, Commissioner 
assessed additional income taxes for 
several earlier years. He then proceeded 
to assert transferee liability against de- 
cedent’s wife with respect to her pay- 
ments under insurance contracts, 


HELD: For taxpayer. Government can- 
not recover either proceeds or cash sur- 
render value of policies. Deficiency was 
not asserted, and no lien was perfected 
until after decedent’s death. In absence 
of effective lien, Government cannot re- 
cover on theory of transferee liability. 
Claim must be determined under state 
law. In absence of fraud, Michigan law 
exempts proceeds from claims of credi- 
tors where such proceeds are payable 
to some one other than debtor. United 
States v. Ott, D.C. E.D. Mich., Sept. 25, 
1958. 


Payments of deceased officer’s salary 
to widow not gift. At time of death, de- 
cedent was director, executive vice presi- 
dent, and member of executive commit- 
tee of X company. By resolution adopted 
some forty years earlier, upon death of 
director in active service of company, 
widow was to receive salary for unex- 
pired month in which death occurred 
and for six months thereafter. This was 
later changed to nine months salary. 
Taxpayer widow was paid pursuant to 
this resolution. Corporation charged pay- 
ment to account called “Special Salaries” 
and deducted it as expense. Commis- 
sioner charged payment as income to 
widow. Tax was paid, and refund was 
granted. 


HELD: Reversed. Payment was made 
pursuant to established plan which was 
effective incentive to induce executives 


to remain with company. Fact that tax- 
payer was not shareholder or employee of 
eompany and performed no services for 
it was not relevant. Simpson v. U. S., 
7th Cir., Nov. 7, 1958. 


ESTATE TAX 


Corpus of reciprocal trusts includible 
in estate. Decedent executed trust, pro- 
viding that husband, upon surviving her, 
was to receive trust income for life with 
remainder to their children. Trustee was 
given right to invade corpus for hus- 
band’s reasonable care and maintenance. 
On same day, husband amended existing 
trust which he had created and new pro- 
visions were substantially identical to 
decedent’s trust indenture. Commissioner 
determined that trusts were reciprocal 
and included corpus of husband’s trust 
in decedent’s estate. Tax Court upheld 
Commissioner and estate appealed. 


HELD: Tax Court affirmed. By creat- 
ing trust for her husband in considera- 
tion of similar trust created for her, de- 
cedent, in effect, had created trust for 
herself under which she had reserved 
contingent life estate. Thus, value of 
corpus was includible in estate. Est. of 
F.. B. Moreno v. Comm., 8th Cir., Oct. 
24, 1958. 


Void gifts under state law includible in 
decedent’s estate. Decedent conveyed two 
parcels of real estate, valued at $27,000 
and $23,918, to his two daughters. One 
deed recited consideration of $100, and 
“other valuable considerations;” the 
other recited consideration of $1, and 
“other valuable considerations.” Proper- 
ties were then leased back to decedent. 
Deeds were not recorded within two year 
period as required by state statute, and 
were, therefore, void. Commissioner 
urged that since gifts were void under 
state law, value of real estate was in- 
cludible in decedent’s estate. 


HELD: For Commissioner. Parties in- 
tended transfers to be gratuitous. Upon 
failure to record deed within two year 
period, deed became void and title vested 
“ab initio” in donor. Property is in- 
cludible in donor’s estate. M. S. Kirk- 
patrick, Admr. v. U. S., 4th Cir., Oct. 
16, 1958. 
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Price set in buy-and-sell agreement 
held binding for stock valuation. To in- 
sure continuity of family ownership of 
stock, brothers and corporation agreed 
that upon death of any one of brothers, 
corporation would purchase his interest 
for $200,000. Stock was valued in estate 
tax return at this amount. Commissioner 
determined fair market value of stock at 
$257,910.57 and asserted deficiency. 

HELD: For taxpayer. Although part- 
ies stipulated in Tax Court proceeding 
that fair market value of stock was 
$257,910.57, price set in buy and sell 
agreement controlled for estate tax pur- 
poses. Price set in agreement was fairly 
arrived at in arm’s length negotiation. 
Est. of O. B. Littick v. Comm., 31 T.C. 
No. 21, Oct. 24, 1958. 


Unascertainable charitable remainder 
not deductible. Under testamentary trust, 
trustees were required to pay net in- 
come to decedent’s two sisters, or sur- 
vivor of them. Upon death of survivor, 
remainder devolved to four charities. 
Trustees had power to invade corpus up- 
on request of life beneficiary if either 
determined it was necessary for her com- 
fortable care. Life beneficiary’s judg- 
ment in this respect was to be conclusive. 
One of life beneficiaries survived de- 
cedent and she was eighty-one years of 
age. Commissioner disallowed charitable 
deduction for remainder interest on 
ground that it was unascertainable. 

HELD: For Commissioner. Under 
terms of will, there was no objective 
standard by which charitable remainder 
could be ascertained. Extrinsic circum- 
stances are to be disregarded unless will 
itself furnishes definite standard of 
guidance to be followed by trustee in in- 
vading corpus. Merrill Trust Co., Exr. 
v. U.S., D.C. Me., Oct. 17, 1958. 


Transfer with right to income pay- 
ments retained includible in gross estate. 
Decedent contributed 26.78 per cent of 
total assets in family trust. She was en- 
titled to $10,000 annually from trust in- 
come until such time as trustee might 
purchase annuity providing like annual 
income to her. No annuity was pur- 
chased. Decedent, however, received an- 
nual payments from trust until her 
death. Commissioner included in de- 
cedent’s estate that portion of property 
necessary to provide $10,000 annually. 


HELD: For Commissioner. Since de- 
cedent had retained right to income for 
life of that portion of trust corpus re- 
quired to produce annual income pay- 
ment, such portion is includible in de- 
cedent’s estate. Est. of M. Becklenberg 
v. Comm., 31 T.C. No. 40, Nov. 18, 1958. 


REVENUE RULINGS 


Income Tax: Investment of pension 
trust funds in debentures of parent cor- 
poration not prohibited. Subsequent to 
establishment of qualified pension trust 
by corporation, 65% of its outstanding 
stock was acquired by another company. 
Parent company issued 20 year interest- 
bearing debentures. Although not se- 
cured by collateral, debentures were sub- 
ject to usual provisions with respect to 
default. Exempt employees’ trust of sub- 
sidiary company purchased some of these 
debentures. 

Service rules that plan is not to be 
considered as engaging in prohibited 
transaction merely because trust funds 
are used to purchase debentures of par- 
ent. Service points out that issuer is not 
controlled by subsidiary nor is it grantor 
of trust. Rev. Rul. 58-526, I.R.B. 1958-43, 
p:. 21. 
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English Approach to Property 
Previously Taxed 


Section 30 of the Finance Act greatly 
extends the relief from estate duty given 
where the same property has already 
borne duty on a previous death within 
five years. Hitherto, apart from cases 
arising where persons had been killed in 
war, this relief has only applied to cer- 
tain classes of property, i.e., to land or 
a business and to certain cases of shares 
or debentures where estate duty has been 
charged by reference to the assets value 
of a company. 

The new provisions, which apply to all 
deaths after Budget Day, April 15, 1958, 
provide that where estate duty has been 
paid on any earlier death occurring 
within five years before a later death, 
and the person entitled to the property 
immediately before the second death did 
not acquire his title by or under a pur- 
chase for money or money’s worth since 
the first death, the amount of duty pay- 
able on the second death is to be re- 
duced as follows: 


Earlier death within Reduction 
3 months 15% 
1 year 50% 
2 years 40% 
3 years 30% 
4 years 20% 
5 years 10% 


It will be necessary for executors to 
enquire whether a deceased person has 
become entitled to any property, includ- 
ing cash, under any will, intestacy, settle- 
ment or nomination, as survivor 
joint account, or as donee of a gift inter 
vivos and on which estate duty was 
leviable by reason of an earlier death 
occurring within the period of five years 
from his death. Gifts made up to five 
years before the earlier death would have 
to be considered if they were dutiable by 
reason of that death. 

— Journal of Institute of 
Bankers (London) 


in a 


A A A 


TRUST CONTROL FOR THE SMALL BANK 


For the many small banks now per- 
forming trust functions to a certain de- 
gree without realizing it, and for those 
that have trust powers but not enough 
volume to justify a full time audit staff, 
William C. Whitney has words of sound 
advice. 

Writing in the October Auditgram, 
Mr. Whitney, who is cashier of Old Kent 
Bank & Michigan Trust Co., Grand 
Rapids, as well as being secretary and 
director, Western Michigan Control, Con- 
trollers Institute of America, deals par- 
ticularly with the duties of paying agent, 
security custodian, and holder of es- 
crowed property. He discusses dual con- 
trol, account recording and the possibil- 
ity of a part-time control officer. 


TRUSTS AND EsTATES 
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ON THE PUBLICITY FRONT 


Newspaper and Magazine 
4dvertising 

“The true story of a small business,” 
as presented in an ad of the Trust Com- 
panies Association of Canada, tells how 
trust company assisted in the solution 
of the estate problem of the business 
owner. The plan involved life insurance 
to pay succession duties, incorporation 
of the business from which the wife 
would receive a life income, sale of a 
controlling interest to the son and pay- 
ment of the proceeds to the daughter 
as her legacy. 


“This series of “True Story” ads spon- 
sored by the Association has been ap- 
pearing in MacClean’s Magazine and the 
Financial Post. Other topics in the 
series included “the true story of an 
unusual estate problem” (a widower 
with one child, mentally retarded) and 
“the true story of a widow’s estate” (a 
widow leave her 
estate to sisters in Scotland and charities 
in Canada). 


lone who wished to 


“To my wife ... the eastern slaves,” 
a quotation from the 4500 year old will 
of the Egyptian Uah, is accompanied by 
a picture of Uah dictating his will in a 
recent ad from Crown Trust Co., Mont- 


Trust companies 
give 

personal 

service 





_ the true story 
of a 
small business 








Illustration in Trust Companies Association 


of Canada ad. 
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real. The ad stresses the importance of 
a will, pointing out that while the reader 
cannot leave four “eastern slaves” to 
his wife, he did say “With all my world- 
ly goods I thee endow.” The will makes 
sure she will get the “worldly goods” 
and “with the minimum of deductions, 
the minimum of trouble.” 

“How much does it cost?” asks Mont- 
real Trust Co. in an ad about administer- 
ing estates. The answer says “seldom 
more than 5% and in many cases less.” 
The amount is based on the work and re- 
sponsibility involved. Lack of experi- 
ence is costly and “skilled services” gen- 
erally save “many times the expense.” 

“No Trust too small” observes an ad 
of State Bank and Trust Co., Evanston, 
lil., which seeks to overcome the popu- 
lar misconception that only the very 
wealthy can have a trust. The ad ex- 
plains that the smallest account can have 
the broad investment diversification and 
other advantages of the largest account 
by participation in the bank’s Common 


Trust Fund. 

“What widows can tell you about 
wills” is the subject of a Detroit Bank & 
Trust Co. ad. The text explains the 
“tragic lessons widows have learned” 
when the husband leaves no will and the 
widow receives “only a fraction” of what 
was intended for her. The reader is ad- 
vised to see his lawyer. 

“Are you certain your Will has not 
been automatically altered (or even re- 
voked) by a recent marriage, birth, 
death or divorce?” asks an ad from 
State Bank & Trust Co., Evanston. The 
reader is advised for his “peace of 
mind” to consult his attorney. 


“Here’s why your wife should have a 
will” announces an ad from First Na- 
tional Bank & Trust Co., Tulsa. The ad 
explains why a woman — whether she 
has an estate of her own or may inherit 
substantially from her husband — needs 
a will, and advises consultation with 
“your attorney.” 

“The smaller an estate . . . the greater 
may be the need for precautions to as- 
sure that it is conserved properly for 
the benefit of those who are to share it” 
observes an ad of Hamilton National 
Bank, Chattanooga. Four blocks labeled 
estate A, B, C, and D respectively, and 
growing smaller from left to right, arc 
pictured to emphasize the theme of t ° 


ad. 

The “word your family should neve, 
know” — in an ad from Huntington Na- 
tional Bank, Columbus Ohio — is “li- 
quidate.” The text deals with forced sales 


of assets and how taxes can be reduced 
by estate planning. 


“The major part of your estate is 
YOU,” an ad from Commerce Union 
Bank, Nashville, points out. The reader 
is urged to appraise his own value real- 
istically, and to discuss the situation with 
his life underwriter unless his present in- 
surance will earn at least half as much 
as he himself will earn if he lives. Ac- 
cording to the custom of this trust de- 
partment, copies with a covering letter 
were sent to life underwriters. 


“IT had enough life insurance!” ex- 
claims the man in an ad from First Na- 
tional Bank & Trust Co., Macon. In the 
ad, “have” is crossed off and replaced 
by the past tense, “had.” The ad observes 
that “More often than you would believe 
the man who feels he has ‘enough’ has 
not checked on the immediate require- 
ments of his estate at death.” 


Booklets 


“Your Estate and Death Taxes,” a 
12-page leaflet published by Montreal 
Trust Co., provides important informa- 
tion regarding the changes effected by 
the 1958 Canadian Estate Tax Act. The 
main requirements of the Federal Es- 
tate Tax and the Quebec and Ontario 
Duties are described, as well as Credits, 
Valuation for Death Tax Purposes and 
the status of Community Property in 
Quebec. Concluding sections are devoted 
to Estate Planning and Selection of Ex- 
ecutors. A table is provided showing the 
taxes on typical net estates from $50,000 
to $1,000,000. 


Among the other trust companies 
which have issued pamphlets concern- 
ing the new legislation is Canada Trust 
Co., London. Its 24-page booklet, “Can- 
ada Estate Tax Act,” answers a number 
of typical questions about the new tax 
program, indicates what assets are tax- 
able, offers suggestions for minimizing 
the amount of tax payable, and provides 
tables for typical estate situations both 
with and without the use of trusts. 


Forums 


Two November forums were sponsored 
by National City Bank of Cleveland. 
The first, planned for atorneys, life un- 
derwriters and accountants, was ad- 
dressed by Prof. A. James Casner of 
Harvard Law School. His topic was 
“Estate Planning — Significance of Se- 
lected Provisions in Final Federal Es- 
tate Tax Regulations.” The second was 
a Women’s Finance Forum where the 
speakers included bank officers, on busi- 
ness conditions and estate planning, and 


Donald I. Rogers, New York Herald 
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Tribune columnist, whose topic was 
“You Don’t Have to be Rich to Invest.” 

An October forum 
for women _ was 
sponsored by Con- 
tinental Illinois Na- 
tional Bank & Trust 
Co., Chicago, under 
the title “Fashions 
in Finance.” Some 
400 guests heard 
bank officers speak 
on Personal Plan- 
ning, Protection of 
Investments, Trust 
Department Serv- 
ices, International 
Banking, Commer- 
cial Banking and 
Banking — “The 
Continental Look.’ 
President David H. 
Kennedy discussed 
“The Shape of 
Things to Come.” A 
luncheon was pro- 
vided and the program was attractively 
printed and illustrated to please the 
feminine eye. 

The 13th annual seminar series for 
life underwriters sponsored by Girard 
Trust Corn Exchange Bank is currently 
under way with meetings on the third 
Wednesday of each month. Some 400 
guests are attending the seminars which 
are in the charge of estate-planning offi- 
cer Howard L. Payne. 


Illustration in 
Continental’s 
Forum program. 


Miscellaneous 


A “Workshop in Economic Educa- 


tion” with weekly meetings from Octo- 


ber 1 through January 28 is being spon- 
sored by the New Jersey Bank & Trust 
Co., Paterson, in cooperation with the 
Council of Teacher Organizations of 
Passaic County and the New Jersey 
Council on Economic Education. Dis- 
cussion of private plans for economic 
security and the advantages of trust 
services will be included in the curricu- 
lum. Educators have backed the pro- 
gram with enthusiasm and the actual 
instruction is being handled by pro- 
fessional experts who are freely using 
the talents of resource people in the 
field. In recognition of the importance 
of the program, the bank is underwriting 
a substantial part of the expenses as a 
public service to the schools of the 
area. 

October 24 was Business-Industry-Edu- 
cation Day in Birmingham, Ala., in 
which all the local banks participate. 
The program has been in effect since 
i950 and is well received by business 
concerns and teachers alike. By way of 
illustration, Birmingham Trust National 
Bank welcomed its group of teachers at 
9:30 A.M. They were greeted by presi- 
dent Frank A. Plummer. Next, Ray J. 
Stivers, vice president, explained “The 
Bank Executive Training Program,” fol- 
lowing which a film displayed “How 
Banks Serve.” After a coffee break and 
discussion period the teachers were 
taken on a tour of the bank and then 
to luncheon at a downtown club. The 
bank believes that participation in the 
program tends to promote a better feel- 
ing toward banking in general and may 
result in more job applications from 
graduating seniors. 





Missouri. 


from other states to Missouri. 





First Choice for Trust Service 
in Missouri 


The St. Louis Union Trust Company engages only in the trust busi- 
ness. It does no banking business. It accepts no deposits subject to 
check. It is the largest stockholder of the First National Bank in 
St. Louis, with which it is affiliated. It is the oldest trust company in 


We suggest consideration of our Company for ancilliary service in 
Missouri or where recommendations are to be made to people moving 


“Trust Service Exclusively” 


St. Louis Union Trust Company 
ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 
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A trust letter on the theme that “What 
you don’t know can hurt you” is in 
use by Union Bank, Los Angeles. The 
letter explains how a man _ changed 
“can’t” to “can” after he tried to setile 
a friend’s estate, and the bank points 
out that its trust department “could 
have saved this man a lot of time, trou- 
ble and expense” if the friend had 
named the bank executor. 

An idea which might be useful in 
company publications and in bank 
house organs appeared recently in the 
company magazine of Virginia Electric 
& Power Co. A full page was devoted 
to “Your Last Will.” It begins with 
“The first thing to do in preparing a 
will is to consult a lawyer.” It con- 
tinues with a warning against procrasti- 
nation and the record of an interview 
with a named lawyer. The results of in- 
testacy are illustrated, including a 
widow’s employment of an attorney to 
bring suit “for the sale of infants’ lands, 
a laborious technical proceeding, in 
order to give title to the purchaser.” It 
is pointed out that “the attorney’s fee 


for preparing the will would have 


amounted to only a fraction of the cost 
in settling his (intestate) estate.” 








Albert C. Simmonds, Jr. (left), chairman 
of The Bank of New York. and Thomas J. 
Watson, Jr., president of International Busi- 
ness Machines Corp., examine the unique 
“floating floor in the new electronic data pro 
cessing center at the bank’s main office. The 


“floating” floor rests on pedestals seven 
inches above the original floor, enabling any 
section to be readily removed for access 


to machine-connecting cables, and power and 
telephone lines. 

The center features an IBM 650 Magnetic 
Tape System and will be used initially for 
the processing of Mutual Fund accounts. 
Appileations under consideration include 
corporate and personal trust accountin: 
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BENEFICIARY RELATIONS — Right of 
Trustee to Assert Claims of Trust 
Contrary to Wishes of Beneficiaries 


Georgia—Supreme Court 

Turner v. Trust Company of Georgia, 105 S.E. 

2d 22. 

Beneficiaries of trust containing one- 
third of common stock in family-owned 
corporation, of which former trustee was 
president, demanded that corporate trus- 
tee succeeding to trusteeship on death of 
predecessor bring suit for rescission of 
an issue of voting stock but subordinate 
to common as to dividends and liquidat- 
ing value which had been distributed 
entirely to management of family com- 
pany, including both outsiders and for- 
mer trustee. The successor trustee, after 
considering all facts, advised beneficiar- 
ies that it was unwilling to bring such 
a suit because it would be harmful to 
the company whose stock the trustee 
held, and that if such a suit were 
brought, it must be at the expense of the 
beneficiaries. 

The trustee itself subsequently brought 
a suit against the executors of the 
estate of the deceased former trustee for 
the value of the shares which he had re- 
ceived upon the issue of new stock on 
the ground that he had voted his trus- 
teed shares in favor of the new issue, 
which resulted in his personal enrichment 
from the use of trust powers. 

Promptly thereafter the beneficiaries 
of the trust brought suit in their own 
name for the rescission of the new issue 
which included that part of the stock 
received by the former trustee and for 
the value of which his successor had 
brought suit. 

The successor trustee in its suit, to 
which the beneficiaries were parties, 
moved the court to enjoin the benefi- 
ciaries from prosecuting their suit, ex- 
cept as they might come into the succes- 
sor trustee’s suit to assert their rights. 
The trial court granted a temporary in- 
junction. 

HELD: Affirmed. The successor trus- 
tee represented all beneficiaries of its 
trust and had the power and duty to 
determine the course to be followed in 
protecting and preserving the assets of 
the trust and claims to be asserted on 
account of them. The court will not in- 
terfere with the successor trustee’s bona 
fid- exercise of its discretion in manage- 
Ment and assertion of claims on behalf 
of trust and will enjoin beneficiaries 
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from maintaining an independent suit 
arising out of the same transaction and 
subject matter. The rights of the bene- 
ficiaries can be heard in the suit brought 
by the successor trustee as they were 
made parties. The trial court did not 
therefore abuse its discretion in issuing 
the temporary restraining order. 


BENEFICIARY RELATIONS — Rights of 
Alien Enemies in Trust Estates 


California—Supreme Court 

Security-First National Bank v. Rogers, 51 A.C. 

25 (Oct. 24, 1958). 

Bank as trustee of inter vivos trust 
created in 1922, of which trust certain 
residents of Germany were beneficiaries, 
brought this declaratory relief action, the 
principal question being what should be 
done with certain income directed to be 
paid to these beneficiaries. Principal de- 
fendant was Attorney General of United 
States as successor to Alien Property 
Custodian. Trust contained spendthrift 
provision and required all payments to 
beneficiaries to be made to them indi- 
vidually, personal receipt of beneficiary 
being required. Trust further provided 
that if trustee shall be “unable for any 
reason whatsoever, to pay” any portion 
of the income or principal to the bene- 
ficiary “in accordance with all the ex- 
press terms of this trust” trustee should 
pay such part to beneficiaries named in 
paragraph 9, the paragraph enumerating 
the 24 nieces and nephews of the trustor 
who were beneficiaries, including those 
in Germany. 

It had become impossible to make dis- 
tributions to the Germans in early 1940, 
and by Executive Order in 1941 it be- 
came unlawful to do so. In 1949 and 


1952 the Attorney General executed vest- 
ing orders by which he vested in himself 
for the benefit of the United States “all 
right, title, interest and claim of any 
kind or character whatsoever” of the 
German beneficiaries “in and to and 
arising out of or under” this trust. On 
June 24, 1953, by General License No. 
101, property previously blocked under 
the 1941 Executive Order was released, 
but it was provided that the license 
would not affect property previously 
vested by the Attorney General. 
Superior Court held that funds im- 
pounded prior to June 24, 1953, were dis- 
tributable to the beneficiaries in para- 
graph 9 other than the German benefi- 
ciaries and that the income and corpus 
impounded or becoming distributable on 
or after June 24, 1953, should be paid 
to the beneficiaries, including the Ger- 
mans. The Attorney General appealed. 
HELD: Affirmed. Under terms of the 
trust, rights of German _ beneficiaries 
were divested by vesting orders, and gift 
over provisions to other beneficiaries be- 
came operative. Attorney General had 
no greater rights than the interests held 
by the aliens, and these interests were 
terminated or suspended by vesting or- 
ders. Determination that rights of Ger- 
man beneficiaries were brought to an end 
by vesting orders leads to conclusion 
that American beneficiaries were entitled 
to the entire beneficial interest in the 
trust, but since the Americans did not 
appeal, the judgment is final as to them. 
Power of Attorney General to vest 
property not vested on October 19, 1951, 
ceased on passage of joint resolution of 
that date, terminating state of war. 


CLaims — General Creditor Yields to 

Person Who Paid Funeral Expenses 
Maryland—Court of Appeals 

Brack v. Tingley, Daily Record, Nov. 14, 1958. 


A member of the Baltimore Bar died 
leaving all his assets in joint ownership 
with his wife. Eight months after his 
death, she probated his will and qualified 
as executrix. There were no assets in 
the estate until about a year later when 
the executrix collected a $500 legal fee 
due to the decedent at the time of his 
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death. The executrix promptly filed an 
administration account distributing the 
entire $500 to herself in partial reim- 
bursement for the funeral bill which she 
had paid in the amount of some $900. 

Prior to filing the account the execu- 
trix had been aware of a claim against 
the estate by one of her husband’s clients 
who had given him a $250 retainer short- 
ly before his death and had received 
no services in return. This claim was 
reduced to judgment about three weeks 
after the administration account was 
stated, and the client then filed excep- 
tions to the account as a judgment credi- 
tor. The lower court dismissed the excep- 
tions. 

HELD: Affirmed. The Maryland stat- 
ute provides that funeral expenses up 
to $500 “shall be preferred to all debts 
and claims against the deceased.” Al- 
though the “frustrated feelings” of the 
appellant in this case are quite under- 
standable, the law affords him “no re- 
course.” It is well established in the 
Maryland decisions that an individual 
who, like the widow in this case, ad- 
vances funeral expenses “stands in the 
preferred shoes of the undertaker.” 


CLaims — Statutory Period Barring 
Claims Measured from Publication 
by Notice by Administrator Al- 
though His Letters Were Revoked 


Florida—District Court of Appeals, 3rd District 
In re Estate of Cunningham, 104 So. 2d 748. 


The Florida Probate Law requires 
every personal representative, after tak- 
ing out letters, to publish a notice to 
creditors providing that all claims not 
filed against the estate within eight 
months after the first publication shall 
be barred. Stricker was appointed ad- 
ministrator upon petition alleging that 
he was the sole heir of the decedent. Af- 
ter qualification, he published the statu- 
tory notice to creditors. 

Thereafter, the heirs of the decedent 
exhibited their petition showing that 
they and not Stricker were entitled to the 
appointment and the letters of admini- 
stration to Stricker were revoked and 
the bank appointed administrator. The 
bank also published a notice to creditors. 


A claim was filed against the estate 
within eight months of the first publi- 
cation of notice by the bank, but after 
the expiration of eight months from the 
first publication of notice by Stricker. 
The administrator’s motion to strike the 
claim was denied. 


HELD: Reversed. The first appoint- 
ment was voidable and not void. Hence, 
notice to creditors published by the first 
administrator, was binding on all credi- 
tors and any claim filed more than eight 
months after such publication could not 
be maintained. 


COMMUNITY PROPERTY — Widow’s 


Assertion of Claim Forfeits Inter- 
ests Under Will 


California—District Court of Appeal 


Estate of Harvey, 164 A.C.A. 336 (Oct. 17, 
1958). 


Harvey’s will required his wife to 
elect to take under the will in lieu of 
community property rights, declaring 
that if she elected to take her community 
rights, all provisions in her favor should 
lapse. The will contained a clause pro- 
viding that any beneficiary who should 
contest any provision of the will should 
take nothing. The wife filed a petition 
for a judgment determining interests in 
the estate (evidently under Section 1080, 
Probate Code), alleging the entire estate 
was community and claiming half of the 
estate. 

HELD: (1) The lower court correctly 
decided that the widow forfeited inter- 
ests under the will by asserting com- 
munity property claims. 

(2) The executor, who was also a 
trustee under the will, had standing to 
resist the widow’s claims and to appeal 
from a judgment partly in her favor. 
The trustee is a devisee, his rights vest- 
ing as of the date of testator’s death. 


DISTRIBUTION — Determination of 
“Heirs at Law” by Representation 


Ohio—Supreme Court 
Kraemer v. Hook, 168 Ohio St. 221. 


Sterling’s will left the residue of his 
estate in trust, with provisions for in- 
come beneficiaries, and ultimate distribu- 
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tion to the heirs of the body of two 
grandchildren, but if there be no such 
persons living at the time provided for 
distribution, then “per stirpes among my 
heirs at law, according to the laws of 
descent and distribution now in force in 
the State of Ohio, which heirs at law 
shall be determined and _ distribution 
made as though my death had occurred 
at the time of the final termination of 
the trust hereby created.” The will was 
executed in 1916; the testator died in 
1920; and the trust terminated in 1955. 


HELD: The testator directed that the 
gift be distributed per stirpes among his 
heirs at law as such shall be identified 
as of the time of the termination of the 
trust by the application of the laws in 
effect at the time the will was executed. 
Under such statutes, since the testator 
left no wife, child, legal representative 
thereof, or brother or sister of the whole 
or half blood living at the time of the 
termination of the trust, the nearest 
class having living members were nieces 
and nephews who qualified as “legal 
representatives” (synonymous in Ohio, 
under its statutes of descent and distri- 
bution, with lineal descendants) of de- 
ceased brothers and sisters of the testa- 
tor. Accordingly the trust estate should 
be distributed, per stirpes, among the 
then living nieces and nephews and the 
living lineal descendants of deceased 
nieces and nephews. 


DISTRIBUTION — Invalid Charitable 
Bequest Passes to Disinherited 
Heirs 


California—District Court of Appeal 


Estate of Munson, 164 A.C.A. 158 (Oct. 14, 
1958). 


Munson’s will, executed less than six 
months before his death, left his entire 
estate to four corporate charities. Under 
Section 41, Probate Code, the will was 
effective only as to one-third of his 
estate. Will declared testator had inten- 
tionally omitted all his heirs, and if any 
heir established a claim, he gave each 
such person $10. Superior Court held 
that the two-thirds of the estate not 
validly disposed of went to heirs. 

HELD: Affirmed. Testator evidenced 
only an intention to disinherit, making 
no substitutional gift in favor of any 
other person as to any part of the estate 
not validly disposed of. If there had been 
such a substitutional gift, the named 
charities would have taken the excess 
over the one-third, there being none of 
the favored class who could take in any 
event. 


DISTRIBUTION — Pretermitted Heirs 
Barred Although Testator Denied 
Their Existence 


California—District Court of Appeal 


Estate of Brown, 164 A.C.A. 171 (Oct. 14, 
1958). 


Testator declared, contrary to fact, 
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that he had no children and that he had 
intentionally omitted any provision for 
his heirs. The will contained a provision 
that anyone who contesicd the will 
should receive one dollar only. 


HELD: Nominal provision for heirs 
was effective to preclude children from 
taking as pretermitted heirs even though 
children were not named and in fact 
testator had denied their existence. 


GUARDIANSHIP — Beneficiary Rela- 
tions — Ward’s Own Assets Must 
be Used Before “Trust” Funds Are 
to be Invaded 


Florida—District Court of Appeals, 2nd District 


Florida National Bank of Jacksonville v. St. 
Anthony’s Hospital, Inc., 105 So. 2d 198. 


The bank sought a declaratory decree 
determining its rights as guardian un- 
der an agreement between the defendant 
hospital and a deceased sister of the in- 
competent. The deceased had transferred 
certain securities to the hospital upon 
condition that the hospital pay a fixed 
sum to the incompetent as long as the 
latter should live. In the agreement, the 
hospital further agreed “in addition to 
furnish at any time after the execution 
of these presents whatever medical, hos- 
pital, spiritual or physical comfort and 
aid may be necessary for the physical 
and mental well-being of the sisters of 
the second party.” The bank was ap- 
pointed guardian of the incompetent af- 
ter the above agreement was executed 
and had been required to pay from the 
incompetent’s estate in excess of $10,000 
for food, clothing, companion services 
and other items for the physical well- 
being of its ward. The defendant hos- 
pital had refused to pay these expenses, 
claiming that under the agreement its 
obligation was limited to the monthly 
payment, 

HELD: The agreement between the 
incompetent’s sister and the hospital 
created a gift of support for the incom- 
petent but only to the extent that the in- 
competent’s own assets were insufficient 
to provide her medical, hospital, spiritual 
or physical comfort. The words in the 
agreement “as may be necessary” re- 
quired that the incompetent’s assets be 
taken into consideration in determining 
Whether it was necessary for the hos- 
pital to expend any sums pursuant to 
the agreement. 


INVESTMENT POWERS — Deviation 
from Restricted Authority Not Per- 
mitted —- Capital Gains Taxes Not 
Relevant 


New York—Supreme Court, New York County 
Matter of Morgan, 177 N.Y.S. 2d 821. 


The settlor created a trust in 1927, 
pursuant to a divorce settlement. The 
sum of $10,000 per year out of income 
is payable to the wife during her life 
and an additional $10,000 out of income 
is payable to her each year until her 
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remarriage. The balance of the income 
goes to the settlor and after his death 
to his estate. The trustees were limited 
as to investments — stocks could be pur- 
chased only if the corporation paid 4% 
dividends on its common stock for at 
least five years preceding investment. 

The settlor and the trustees agreed to 
an amendment in 1935 which liberalized 
the investment provisions. The trustees 
thereupon invested heavily in common 
stocks. The trust income rose from be- 
tween $22,000 and $26,000 up to 1945 
to over $48,000 in 1957, and the wife 
received the stipulated $20,000 each 
year. In 1957 the principal was worth 
approximately twice its original value. 

It is agreed that the 1935 amendment 
is ineffectual because the wife did not 
consent thereto and the settlor did not 
reserve the power to amend or revoke. 
The trustees and the special guardian 
representing the wife (who is now in- 
competent) requested the court to rule 
that the trustees may purchase stocks of 
corporations which have paid dividends 
for five years previously, omitting the 
requirement that the dividend be not less 
than 4%, because under current cor- 
porate practice it cannot be determined 
on what amount 4% is to be computed. 

HELD: Petition denied. The most im- 
portant consideration is the wife’s wel- 
fare, and she receives no benefit from 
income in excess of $20,000. The trustees 
have taken advantage of a rising mar- 
ket but the wife’s position must not be 
jeopardized and there is no assurance 
that the market will not fall. The court 
will permit a deviation from the original 
trust provisions only to the extent of al- 
lowing the trustees to invest in the legal 
investments listed in Personal Property 
Law Section 21, which permits invest- 
ment of up to 35% of principal in com- 
mon stocks. The fact that a radical 
change in investments to comply with 
the court’s directions will result in a 
heavy capital gains tax is not an im- 
portant consideration; the wife bar- 
gained for the trust income in_ the 
divorce settlement and her position must 
not be sacrificed because of the capital 
gains tax. 
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JURISDICTION — Court Had No Au- 
thority to Impose Lien on Foreign 
Trust 


California—District Court of Appeal 
Hardy v. Hardy, 164 A.C.A. 74 (Oct. 7, 1958). 


John Hardy was beneficiary under a 
trust in Illinois created by his mother 
of which his father, a party to this suit, 
was trustee. The trust provided for pay- 
ment to John, out of income or of corpus, 
of sums reasonably necessary for his 
support, etc. John was entitled to pe- 
riodic disbursements of corpus on at- 
tainment of certain ages. The trust pro- 
hibited assignment by the beneficiary of 
his interest. 

In this divorce suit brought by John’s 
wife, the Superior Court purported to 
impose a lien on the Illinois trust to pay 
certain sums as alimony, child support, 
ete. 

HELD: Reversed as to this point. Al- 
though a court having the parties before 
it can in a proper case compel them to 
act in relation to property not within 
the territorial jurisdiction of the court, 
the court here exceeded its powers in 
attempting to impose a lien on a trust 
consisting of land in Illinois, 

Whether the court acted in excess of 
its jurisdiction in ordering attorneys’ 
fees and costs charged to John to be 
paid out of the trust, is a matter 
governed by the law of Illinois. The 
award was properly made. Illinois law 
makes the wife and child beneficiaries of 
the trust with direct rights against the 
trustee, 


LIFE TENANT & REMAINDERMAN — 
Allocation of Fees to Income Held 
Proper 


Pennsylvania—Supreme Court 
Bell Estate, 144 A. 2d 843. 


Testator directed that the compensa- 
tion for any agent or attorney for the 
estate be paid from principal or income 
of the residuary as determined by the 
corporate fiduciary. He named his wife 
and his attorney as co-executors and co- 
trustees. The residue was in trust to 
pay the income to a stepson for life and 


after his death to the widow for life, 





years of 
specialized experience 
as executor and trustee 








and at her death the principal went one- 
half to the issue of the stepson and one- 
half to other relatives. 

The corporate fiduciary decided that 
the counsel fees of $75,000 were to be 
charged to income because the execu- 


tors’ commissions and other admini- 
stration expenses had to be charged to 
principal, the stepson received $250,000 
outright under other terms of the will, 
and the stepson would benefit by the 
additional income generated by the sav- 
ings to principal. The lower court sus- 
tained this allocation and the stepson ap- 
pealed. 


HELD: Affirmed. The direction to pay 
fees from income does not violate the 
prohibition against the accumulation of 
income, for the Estates Act of 1947 ex- 
pressly permits accumulation of reason- 
able amounts for administration pur- 
poses. There is no showing that the cor- 
porate fiduciary’s decision was unreason- 
able, arbitrary or made in bad faith, or 
that after the adjustment for federal 
estate and income taxes, the sum charged 
to income unduly burdened the stepson. 
Although the allocation did not permit 
the stepson to maximize his benefits or 
minimize his tax liabilities, this in it- 
self is not sufficient to charge the cor- 
porate fiduciary with abuse of discre- 
tion. 


LIFE TENANT & REMAINDERMAN — 
Income Payments of a Specified 
Amount Held Cumulative 


Illinois—Appellate Court 
Adams v. Albers, 19 Ill. App. 2d 109. 


This was an action by an income bene- 
ficiary of a testamentary trust, its pro- 
visions specifying that the plaintiff was 
to receive $100 every month for life, with 
all the rest of such income to be in- 
vested and placed in trust for her 
brother’s children, Upon her death, the 
trustee was to invest the income for the 
benefit of such children and to divide 
the trust estate among them when the 
youngest reached the age of 21. 

The question arose as to whether the 
income payments to the plaintiff should 
be cumulative and whether the trustee 
should, out of surplus income subsequent- 
ly accruing, make up deficiencies in the 
amount accruing during the years when 
the income was insufficient. 

HELD: Application of current income 
to past deficiencies permitted. The pro- 
vision specifying that all the rest, resi- 
due and remainder of the income was to 
be invested for the benefit of the chil- 
dren of plaintiff’s brother said nothing 
concerning when the surplus income 
should be invested or earmarked by the 
trustee. The arrears of an annuity are 
to be paid out of subsequent accumula- 
tions unless contrary intent is shown. 

Two cases were distinguished in which 
certain payments out of income to speci- 
fied beneficiaries were followed in one 
case by directions to pay the income re- 
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maining at the end of the year to a cer- 
tain beneficiary and in the second case 
by a provision that required the re- 
maining income to be paid over and dis- 
tributed in semi-annual installments to 
such persons as the testator’s wife may 
by her last will designate. The intent 
to specify periodic dispositions of the 
remaining income in these cases mili- 
tated against accumulation. 


REVOCATION — Settlor May Not 
Terminate Irrevocable Trust on 
Ground of Misunderstanding 


Missouri—Supreme Court 
Trotter v. Trotter, 316 S.W. 2d 482. 


Settlor created two inter vivos trusts, 
naming his then wife and a trust com- 
pany as co-trustees. In the first trust, 
wife and a trust company as co-trustees. 
In the first trust, settlor named himself 
and his then wife as income beneficiaries. 
The successor income beneficiary was 
settlor’s mother-in-law. At the latter’s 
death, the remainder went to seven 
named charities. In the second trust, the 
successive income beneficiaries were the 
mother-in-law, the wife, and the settlor, 
with the remainder to the same seven 
charities. Each of the trusts contained 
this provision: 


“This trust is hereby created, and the 
interests hereunder are vested, with the 
express understanding and condition, that 
the Grantor shall have no power to alter 
or amend the terms of this agreement, or 
to revoke this agreement in whole or in 
part, so that this trust shall be irrevocable, 
and the Grantor shall have no power to 
free any sums of money, securities or 
other property made subject hereto from 
the terms of this trust at any time.” 


After his wife had obtained a divorce, 
plaintiff settlor brought suit to have the 
trusts terminated on the ground that 
when he executed the trusts he under- 
stood that he could revoke them, not- 
withstanding the provisions that they 
were irrevocable. The trial court decreed 
termination of the trusts. Defendant 
trustees and beneficiaries appealed. 

HELD: Reversed. The petition did not 
raise any issue of undue influence, fraud, 
or want of mental capacity. The princi- 
ple that a confidential relationship by 








“Soon this land will be ours again! 
Palefaces go to moon!” 


itself raises a presumption of fraud or 
undue influence does not apply in Mis- 
souri. 

The trust instruments were drafted by 
an experienced attorney; and were ex- 
ecuted with full knowledge and intent 
on the part of the settlor to make them 
irrevocable. Plaintiff’s testimony that he 
believed the trusts “could be broken by 
going to court” was insufficient to sus- 
tain his claim, in view of the contrary 
testimony by disinterested witnesses and 
in view of the circumstances, including 
plaintiff’s failure to raise the question at 
the time his wife obtained the divorce. 


PERPETUITIES — Validity of Limita- 
tion in Revocable Trust Measured 
as of Date of Grantor’s Death 


Georgia—Supreme Court 
Cook v. Horn, 104 S.E. 2d 461. 


Grantor created a _ revocable inter 
vivos trust containing insurance policies, 
the beneficiaries of which the grantor 
reserved the right to change. The trustee 
had power to collect the proceeds of 
insurance, to invest them and pay the 
income to grantor’s wife for life, with 
remainder at her death to be divided into 
as many shares as grantor had children 
then living and deceased children with 
descendants then living. 

The share for descendants of a de- 
ceased child was to be delivered outright 
to them. The share for each child was 
to be held in trust and the income paid 
the child for his life. At the child’s 
death the corpus was to be distributed 
among the child’s then living descend- 
ants. If a child died without leaving de- 
scendants surviving him, his share was 
to be divided among the other children 
and descendants of deceased children. 
The trustee was authorized to hold a 
share for a minor descendant of a de- 
ceased child until he reached twenty-one 
years of age. 

The trustee was given a discretion, in 
the event the grantor died leaving a will. 
to terminate the trust and to transfer 
any properties held by it to a trust cre- 
ated by the will. 

On the death of the grantor and his 
wife, his children contended that they 
were entitled to a fee simple interest, be- 
cause the trust took effect at the time 
of its execution and violated the Georgia 
statutory rule against perpetuities, which 
permits a trust to endure during the 
lives of persons in being at the com- 
mencement of the trust, plus twenty-one 
years and the usual period of gestation. 
At the time of creation of the trust it 
was possible for grantor to have addi- 
tional children who would take under 
the trust. 

HELD: Under prior Georgia decisions, 
the trust took effect at the date of its 
execution and conveyed a present interest 
at that time and was not therefore tes‘a- 
mentary in character. Nevertheless, ‘he 


TRUSTS AND EsTA ‘ES 














comme 
perpet 
death 
power 
in hin 
The 
case ¢ 
follow 
on tl 
reache 
for G 
which 
prope 
time. 
retain 
trust 
consti 
prope 
trust 
the ¢ 
rule. 


Wi 
May 
child: 
estat 
1957, 
gave 
their 
certa 
quent 
strat 
Rote! 
of ai 

He 
admi 
point 
ty i 
ment 
der. 
firm: 
M. ] 
berg 
of a 
had 
de b 
agen 
then 
the 

H 
elect 
effec 
no ; 
mer 
min 
ter: 
adjv 
the 
not 
bet A 

















commencement of limitations against 
perpetuities did not take effect until the 
death of the grantor, because of the 
power of revocation which he reserved 
in himself. 

The court recognized that this was a 
case of first impression in Georgia and 
followed decisions cited from other courts 
on the ground that the conclusions 
reached were in accord with the reason 
for Georgia’s rule against perpetuities, 
which was to prevent the tying up of 
property for an unreasonable length of 
time. The power to revoke the trust 
retained by the grantor prevented the 
trust during grantor’s lifetime from 
constituting a restraint on alienation of 
property. In this light, nothing in the 
trust giving effect to it at the date of 
the grantor’s death violated the Georgia 
rule. 


PowErS — Limitations — Option 
Given by Surviving Spouse Prior to 
Appointment as Administrator was 
Invalid 


Washington—Supreme Court 


In re Farrow’s Estate, 153 Wash. Dec. 70. 


Winnifred Farrow died intestate in 
May 1956, leaving her spouse, Henry, 5 
children and one grandchild. The entire 
estate was community property. In June 
1957, for a consideration of $250, Henry 
gave M. Ross Downs Associates, Inc., or 
their nominee, an option to purchase 
certain property for $35,000. Subse- 
quently, Henry was appointed admini- 
strator of the estate, and thereafter 
Rotenberg, as nominee, gave him notice 
of an election to exercise the option. 

Henry died in August 1957, and an 
administratrix de bonis non was ap- 
pointed. She proceeded to sell the proper- 
ty in accordance with probate require- 
ments to Rotenberg, the successful bid- 
der. The appellants objected to the con- 
firmation of the sale on the grounds that 
M. Ross Downs Associates and Roten- 
berg were their agents for the purpose 
of acquiring the property, and that they 
had conspired with the administratrix 
de bonis non and others to violate their 
agency by procuring the property for 
themselves. The Probate Court confirmed 
the sale. 

HELD: Affirmed. The option and the 
election to exercise it were without legal 
effect because the surviving spouse had 
no authority to make such a commit- 
ment prior to his appointment as ad- 
ministrator. The appellants had no in- 
terest in the property capable of being 
adjudicated as between themselves and 
the estate. The order appealed from does 
hot purport to adjudicate any rights as 
between the appellants and their agents. 


Witts — Construction — Disposi- 
tion of Stock when Split Occurred 
‘fter Execution of Will Bequeath- 
ng Specified Number of Shares 
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Illinois—Appellate Court 


Allen v. National Bank of Austin, 19 Ill. App. 
2d 149. 


This was an appeal by a charitable 
residuary legatee from an order direct- 
ing the executors to distribute to plain- 
tiffs shares of corporate stock which ac- 
crued as a result of stock splits occurring 
after the execution of the will but prior 
to death. The will made certain specific 
bequests of specified number of shares 
which were subsequently split and the 
question arose whether the increase in 
the number of shares fell to the benefit 
of such specific legatee or the residuary 
legatee. 

HELD: In the absence of an intention 
to the contrary, a legatee of shares of 
stock is entitled to the additional shares 
issued as a result of a stock split oc- 
curring after the execution of the will. 
A stock split changes only the evidence 
of the proportionate interest of the 
shareholders and adds nothing of sub- 
stance to the shares of stock. The inten- 
tion of testatrix was that “shares” meant 
the proportionate share of the total out- 
standing stock as of the date of her will, 
since the gift of shares cannot mean 
gifts of shares of paper. 

The court, relying upon intention as 
the controlling consideration, stated that 
the rationale behind the classification of 
general and specific legacies was not per- 
tinent in this case, since the distinction is 
used in the event the estate is inadequate 
to satisfy all the gifts and to determine 
if a bequest is adeemed, neither question 
being involved here. 
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1959 Calendar 
Trust & Related Meetings* 


Jan. 29-31 — Estate Planning Institute, 
University of Georgia, Athens 

April 27-28 — Indiana Bankers Associa- 
tion Trust Conference, Indianapolis 

June 8-12 — New York State Bankers 


Association Trust Business School, 
N, ¥. @. 
June 21-26 — Pennsylvania Bankers 


Association Trust Training School, 
Bucknell U., Lewisburg 

Sept. 8-11 — New Hampshire-Vermont 
Joint School of Banking, U. of Ver- 
mont, Burlington 

Nov. 5 & 6 — Mid-Continent Trust Con- 
ference, Detroit 


*In addition to those listed in T&E Nov. ’58, 
p. 1039. 


A A A 

@ An old Montana law formed the basis 
of a recent television episode in “The 
Texan” (CBS-TV). Rory Calhoun, who 
killed a man in self-defense, was about 
to leave town with the sheriff’s blessing 
when a state law was invoked against 
him, The law: a man who kills another 
in a fair fight must either marry his 
widow or provide for her and her chil- 
dren. 
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TOPICAL INDEX TO VOLUME 97: 1958 


(Bold face type indicates original articles, studies and major addresses) 


1- 88 January 


89-176 February 


177-296 March 
297-396 April 


ACCOUNTING 


Court 
Notice to Trustee is Sufficient on Allowance 
of Executors’ Account—No Notice Need be 
Given to Beneficiaries—Mass.—285 
Requisite Proof on Settlement of Trustee’s Ac- 
counts—Ky.—694 
Internal 


Application of Electronics to Trust Accounting 
—Leonard G. Getschel—626 


A Tested System for Trust Operations—Noel 
T. Robinson—571 


Growth and Trust Accounting—Policies for 
Keeping Pace with Expansion—Thornton 
Caton—801 


Mechanical Equipment for Trust Operations— 
Its Utility for Smaller Trust Departments— 
Joseph R. Wyatt, Jr.—720 


ASSETS 


Administration 
Application of Electroni:s to Trust Accounting 
Leonard G. Getschel—626 
A Tested System for Trust Operations—Noel 
T. Robinson—5i1 
Avoiding Pitfalls for Executors 
Ilwain—100 


John F. Mc- 


Bank Account Passes with Bequest of Business 
Kans.—392 


Mechanization Economies—Ruth R. Roy—1078 


Mechanical Equipment fcr Trust Operations 
Its Utility for Smaller Trust Departments— 
Joseph R. Wyatt, Jr.—720 

Oil & Gas Interests—Avoiding Estate Prob- 
lems by Adequate Drafting—Albert D. Early 
and Laniel N. Kirkpatrick—620 

Real Estate Sicnasement 
Minimizing Adminisirative 
A. Holmes—318 

Realization cn Estate Assets—The 
tional Market in Works of Art 


527 


Suggesticns for 
Prsblems—Roy 


Interna- 
John Carter 


Simplification of Security Transfers by Fidu- 
ciaries—Daniel Partridge, I1I—906 

Why Fiduciaries Should Suppert Model Securi- 
ties Transfer Act—tlrancis T. Christy—205 


Business 


Basis of Business Assets—Effect of Death on 
Partnership Interests and Close Corporation 
Stock—Albert L. Burford, Jr.—149 

Continuous Review Service for Business Inter- 
ests—David E. Ellison—486 

Fiduciary Duties Under Buy-Sell Agreements 
—E. L. Robb—1172 

Making the Most of a _ Business 
Clarence D. Cowdery—1106 

Market Approach to Market Value— Exploding 
Fallacies of Formulas in Valuing Closely 
Held Stock—Paul E. Orr, Jr.—1012 

20 Pointers on Liquidation of Business Inter- 
ests—G. Van Velsor Wolf—24 


Interest 


ASSOCIATIONS & SCHOOLS 
A National Estate Planners Association—Har- 
ry Greensfelder, Jr.—-312 
Canada’s Trust Business Comes of Age—427 
FPRA Highlights—1071 
First Class at Southwestern G.S.B.—672 


Illinois Trust Men Held 21st Annual Confer- 
ence—420 


p Lincoln Rochester Starts Trust Administration 
School—236 
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397-508 May 
509-604 June 
605-700 July 
701-772 August 


Mid-Continent Trust Conference Report 
Mid-Winter Trust Conference Report—184 
Elect 


1104 


National Association of Bank Women 
Trust Officer as Head—1078 

New Jersey Trust Conference—1165 

New York State Bankers Association Forms 
“School of Banking’’—370 

New York Trust Division Meets—1080 

Proceedings of American Bar Association, Pro- 
bate and Trust Law Divisions—868 

Southern Trust Conference Report—520 

Southwestern GSB Announces First Faculty— 
244 

Western Regional Trust Conference Report— 
1004 


BANKING RELATIONS 


Your Trust Department 
Peeve—Or Pet’ 


Bank  President’s 
Sam M. Fleming—533 


BAR RELATIONS 


Banks Enjoined from Performing Certain Ac- 
tivities—Conn.——856 

Banks May Be Engaged in Practice of Law in 
Administering tiduciary Business 
501 

Estate Planning Corporation and Sole Stock- 
holder Enjoined from Practicing Law—lIll. 

766 


Conn. 


BENEFICIARY RELATIONS 


Reports to Beneficiaries—Melvin A. McGlasson 
1022 
Rights of Alien Enemies in Trust Estates— 
Cal.—1193 
Right of Trustee to Assert Claims of Trust 
Contrary to Wishes of Beneficiaries—Ga.— 
1193 


CHARITABLE TRUSTS 


Appointment of Private Trustees is Effective 
to Bar Negroes from Girard College—U. S. 
Sup. Ct.—285 & 694 

Bequest for ‘‘Miserable Horses’’—Application 
of Cy Pres Denied—Ky.—81 

Cy Pres-Class Of ‘Indigent Seamen’’ Broad- 
ened—Me.—171 

Gift Without Designation of Trustee or Pur- 
poses Upheld—Cal.—285 

Increasing Spendable Income by Gifts to Char- 
ity—Leon B. Brown—1168 

Language Sufficient to Create—Cal.—1090 

Philanthropic Services of a Modern Trust De- 
partment—Craig R. Smith—20 

Trustee May Retain Counsel to Defend Will 
But Contractual Fee is not Permissible—Mo. 
—991 





CLAIMS 


Apparently Erroneous Claim Not Amendable 
After Expiration of Time for Filing Excep- 
tions—Tenn.—695 

Charge on Specific Real Estate to Pay Lega- 
cies and Debts Does Not Make It Primarily 
Liable—Wis.—856 


773- 860 September 
861- 996 October 

997-1092 November 
1093-1204 December 


Enforcement of Promise to Transfer Policies 
—Pretermitted Children—Obligation to Sup- 
port after Father’s Death—Miss.—83 

Estate Not Required to Pay Mortgage Debt on 
Joint Property Passing to Survivor When 
Debt Not Due and No Claim Filed—Del. 
598 

Filing of Bill in Equity by Judgment Creditor 
to Enforce Execution before Estate is Repre- 
sented Insolvent Gives Creditor Priority 
Mass.—766 

General Creditor Yields to Person Who Paid 
Funeral Expenses—Md.—1193 

Killer’s Rights as to Claims Against Estate of 
Victim—Fla.—694 

Liability for Participation in Breach of Trust 
—Austin W. Scott—1114 

Residuary Devisees Can Mortgage Their Inter- 
est Although It May Be Subject to Payment 
of Debts—Mass.—996 

Right of State to Reimbursement from Sup- 
port Trust—Trustee’s Discretion Abused 
Texas—171 

Statutory Period Barring Claims Measured 
from Publication by Notice by Administra- 
tor Although His Letters Were Revcked 
Fla.—1194 

Tort Defendant Permitted to Testify Avainst 


Estate Under ‘“‘Dead Man’s Statute’’—Miss 
598 
U. S. Claims are Preferred and May be Satis- 


fied by Recovery from Previously Paid Cred- 
itor—N. Y.—285 


COMMON TRUST FUNDS 


A Common Trust Fund for a Smaller Trust 
Department ?—Donald Ross—255 

Bonds Held in Common Trust Funés 

Survey—467 

Common Trust Funds Hold 641 Commen Stecks 
-Staff Survey—218 

Common Trust Funds in Small Bank—Mary L. 
Jessee—1078 

Connecticut Starts Bank Fiduciary Fund—1056 

Equity Changes in Common Trust Funds 
Survey—120, 456, 726, 1046 

Fate of Fifty Favorite Common Stocks in Com- 
mon Trust Funds—Staff—s08 

Federal Reserve Common Trust Fund Survey 
Shows Lower Value—546 

Growth in Canadian Common Trust Funds 
454 

Growth of Mortgages as Common Trust Fund 
Investments—730 

New Common Trust Funds—120, 456, 706 & 
1001 


T&E 


Staff 


Preferred Stock in Common Trust Funds— 
Staff Survey—329 
The Common Trust Fund in the South 


Charles F. Zukcski, Jr.—561 
e 


COMMUNITY PROPERTY 


Attorney’s Fees Allowed on Community Estate 
Administered on Husband’s Death—Cal. 18 

Widow’s Assertion of Claim Forfeits Interests 
Under Will—Cal.—1194 


COMPENSATION 


Allocation of Trustees’ and Attorneys’ Fe: 
Fla.—501 

Attorney’s Fees Allowed on Community Estate 
Administered on Husband’s Death—Cal.— 
598 

Attorneys for Will Contestants Not Entitled 
to Compensation from Estate—Colo.—76 


TRUSTS AND ESTATES 
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Contempt Proceedings Lie Against Attorney 
Refusing to Return Fee to Estate Upon Re- 
versal of Award—Fla.—286 

Co-executor Not Entitled to Have Fees of Sep- 
arate Counsel Paid from Estate—II].—598 

Countrywide Variations in Corporate Trustees’ 
Fees for Pension & Profit Sharing Trusts— 
Hilary L. Seal—1069 

Executor’s Acting as His Own Attorney En- 
titled to Fees as Latter—Cal.—857 

Executor Not Entitled to Extra Commissions 
for Managing Corporation Whose Stock was 
Owned Entirely by Decedent—Md.—766 

Executor Who is Accountant May Receive Com- 
pensation for Accounting Services in Ad- 





dition to Executor’s Commissions—N. Y.— 
694 
Fees for Employees Trusts—Cecil P. Bronston 
200 


Four Federal Reserve Districts Report on Trust 
Department Earnings—402 

Limit on Administrator’s and Attorney’s Fee 
for Services after Approval of Final Ac- 
count—Ore.—502 

New Scale of Executor Fees in England—76 

Panel on Trustees’ Compensation in Canada 
A Percentage on Capital—J. B. Pogue—434; 
A Fee Schedule Works—E. J. Brown—435 ; 
Practice in Nova Scotia and England 
G. W. B. Kay—437 

Publicizing Trust Charges—Appraisal of Pros 
and Cons—Official Pamphlet Suggested—Gil- 
bert T. Stephenson—565 

Reasonableness of Domiciliary Executor’s Fees 

Tl].—502 


Renegotiation of Agency & Custody Fees 
R. N. Arthur—1118 
Second District Trust Department Survey 


Shows Profit Increase—988 

Sixth District Trust Earnings Up in 1957— 
W. M. Davis—573 

Trust Department Earnings—Continuation of 
Growth in New England Foreseen—Paul W. 
Bittner—673 

Trust Fees Studied (Indiana)—744 


CONFLICT OF LAWS 


Law Determining Validity of Exercises of 

Power of Appointment under Foreign Trust 
Fla.—502 

Tax, Probate and Other Tribulations of the 

Non-Resident Resident—Panel: Richard H. 
Forster, Louis M. Brown and Sidney D. 
Krystal—896 

Validity of Trust and Exercise of Power of 
Appointment Determined by Law of Situs 
U. S. Sup. Ct.—767 


CORPORATE TRUSTS 
Stock Transfer in Ontario—W. C. 
141 


Why Fiduciaries Should Support Model Securi- 
ties Transfer Act—Francis T. Christy—205 


Woolfrey 


COSTS & EXPENSES 


Burden of Proving Reasonableness of Trus- 
tees’ Fees and Expenses—TI]].—171 
Federal Reserve Bank Reports 11th District 


Trust Earnings (Dallas)—716 

Trust Fund Bears Legal Costs Incurred by Re- 
mainderman for Its Preservation Ct 
of Appeals—695 


mM 


COUNCILS 


Insurance & Estate Planning 


Estate Analysis in Action—Henry E. Haiman 
—1174 


Estate Clinies—How Working Group Produces 
Business for Planning Team—W. T. Hack- 
ett—32 


Estate Planning Council Activities—Monthly 
feature 


DeceMBER 1958 


DISTRIBUTION 


Adopted Children Inherit as ‘“‘Descendants”— 
Pa.—768 

Afterborn Child not Entitled to Share—Inten- 
tion Governs—Miss.—-503 

Alteration of Testator’s Interest—Cal.—991 

Determination of “Heirs at Law’ by Repre- 
sentation—Ohio—1194 

Disposition of Trust Property Not in Accord- 
ance with Trust Terms—lII].—857 

Effect of Preliminary Distribution as Res Ad- 
judicata—Cal.—503 

Estate May Be Reopened to Determine Distri- 
bution of Undisposed of Trust Remainder 
Okla.—857 

Invalid Charitable Bequest Passes to 
herited Heirs—Cal.—1194 

Law at Date of Death of Intestate Adopted 
Person Prevails—Me.—991 

Predecease of Successor Life Beneficiary Ac- 
celerated Remainder—Mass.—599 

Pretermitted Heirs Barred Although Testator 
Denied Their Existence—Cal.—1194 

Remainders to Issue Then Living—Per Capita 
Divided in Equal Shares Among All Genera- 
tions—Mass.—695 

Residuary Beneficiary Could Not Without 
Cause Fire Legatee Employee to Enrich Him- 
self—Fla.—286 


Disin- 


DRAFTING WILLS & TRUSTS 


A Decade With the Marital Deduction—Review 
of Ten Years’ Developments Charts Safer 
Drafting Course—John R. Golden—304 

Aiding Lawyers in Drafting Trust Investments 
—Gilbert T. Stephenson—1112 

Discretionary Trusts—Guides for Exercise of 
Power to Distribute Income and Principal 
Don H. McLucas—210 

Draftsman Liable for 
Will—Cal.— 287 

From One Will To Another—Hazards_ in 
Drafting Pour-Overs To Testamentary Trusts 

David G. Kay—524 

Oil & Gas Interes‘s—Avoiding Estate Prob- 
lems by Adequate Draftine—Albert D. Early 
and Laniel N. Kirkpatrick—620 

Pouring Over Request to Living Trust— 
Amended or Not—Is Valid—Austin W. Scott 

189 

Pour Overs—New York Case Permits Bequest 
to Amended Trusts—‘oserh Trachtman—416 

Reviewing Wills and Trusts From Viewpoint 
ef Practical Administration—William W. 
Graulty—248 

Solving Three Administraticn Problems Under 
Marital Deduction—John L. Golden—421 

So You Want To Make A Will—J ights and 
Sidelights on Drawing a Will—H. Herbert 
Romanoff—12 

Termination of Trusts for Children—Henry W. 
Brockenbrough—108 


Preparing Unattested 


ECONOMIC & FINANCIAL 


What Bankers Think About Business Future-— 
Staff Survey—118 


EMPLOYEE RELATIONS 


A Credo on Personnel 
Slay—574 

Educating Future Office Staffs—A School-Bank 
Cooperation Program—Melvin C. Jack—-796 

Employees’ Training Course (Canada)—A. C. 
Langley—440 

Trust Education for Employees in Canada— 
Lillian M. Verral—425 


Training—James M. 


ESTATE ANALYSIS & PLANNING 


A Corporation’s Approach to Estate Planning 
for Employees—M. D. Conklin—273 

A Decade With The Marital Deduction—Re- 
view of Ten Years’ Developments Charts 
Safer Drafting Course—John R. Golden—304 

“Bread and Butter’? Aspects of Probate and 
Trust Practice—261 


Case Histories on Estate Plans—Milton J. 
Rappoport—1175 

“Division of Interests” Approach to Estate 
Planning—Henry C. Loewenhaupt—1124 

Estate and Tax Planning—The Lawyer's Role 
—Harrison F. Durand—922 

Family Tax Planning—Case Studies from an 
Accountant’s File—Stuart A. White—29 & 
correction 92 


The Case of John Q Prospect—Panel—252 


FIDUCIARIES 


Administrator May Purchase Interest in Es- 
tate from Heir—-Texas—81 

Administrator Must Be Selected from Statu- 
tory Class—U. S. Court of Appeals—1090 

Administrator Not Opposite Party Within 
Meaning of Statute Barring Testimony as 
to Matters Wthin Decedent’s Knowledge— 
Mich.—393 

Administrators Surcharged for Failure to Pay 
Estate Taxes—Attorneys Allowed Compen- 
sation—Okla.—857 

Appointment of Successor Trustee by “In- 
come Beneficiaries’’—Discretion to Distrib- 
ute Income Not Unlimited—Mo.—287 

Bank May Be Apponted Only on Petition of 
Person Having Preference Right to Such 
Appointment— Wash.—768 

Contingent Debtor Has _ Interest 
Appointment—Mo.— 392 

Creditor Not Necessarily Unsuitable to Serve 
as Independent Executor—Texas—392 

Executor of Deceased Administrator Has No 
Right to Administer First Estate—Wash.— 
504 

Manners and Customs of The Boston Trustee 

Charles P. Curtis—902 

Necessity of Acceptance by Substituted Trus- 
tee—Cal.—82 

Removal of Non-Resident Executor—N. C.— 
287 

Right of Indemnity under Liability Policy is 
Asset Sufficient to Give Court Jurisdiction to 
Appoint Administrator for Nonresident De- 
cedent—W ash.—82 

Rights of Personal Representative to Breach 
Executory Contracts of Decedent—Lewis M. 
Simes—873 

The Calling of the ‘“Trust Officer” 
ton Devine—836 

Trustee Removed for Conflict of Interests—Pa. 
—695 


in Proper 


Hon. Pres- 


FOREIGN TRUST SERVICE 


A Year cf Progress in Canada’s Trust World 
A. Roy Courtice—430 

Canada’s Trust Business Comes Of Age—427 

English Corporate Trustee Practice—3 

Handling Other People’s Money—J. G. Hun- 
gerford—1016 

Quotes from Annual 
Trust Companies—447 

Trust Business in Alaska—844 

Trust Business in Ireland—George G. L. 
Wynne—382 

Trust Business in Mexico—Rodolfo Batiza—69 

Trusts Under Dutch Law—P. W. Van Der 
Ploeg—753 


Reports of Canadian 


e 
GIFTS 
Practical Questions on Gifts to Minors—Ray- 
mond A. McIntire—320 
Support Trusts and Gifts to Minors—-Eustace 


W. Tomlinson—929 
Transfer Held Not Valid Gift Causa Mortis— 
Mass.—601 


GUARDIANSHIP 


Beneficiary Relations—Ward’s Own Assets 
Must be Used Before “‘Trust’’ Funds Are to 
be Invaded—Fla.—1195 

Domicile of Parents Determines Jurisdiction 
of Court to Appoint Guardian for Child— 
Ore.— 82 

Funds Transferred to Existing Trust Rather 
Than to Guardian—Pa.—172 


1199 









Guardian May Change Domicile of Ward With- 
out Authority of Court—Minn.—599 

Person Named in Will Entitled to Appoint- 
ment—Fla.—599 


INSURANCE 
Liability & Property 
Proceeds on Lost or Misplaced Specific Legacy 
Pass to Legatee—N. Y.—768 
Life 
A Trustman Looks at the Variable Annuity— 
John F. Fralick—636 & 775 
Enforcement of Promise to Transfer Policies 
—Miss.—83 
Life Insurance Settlement Options—Harry S. 
Redeker—940 
Right to Proceeds on Simultaneous Death of 
Spouses—Wash.—83 


INSURANCE TRUSTS 


Business 
Buy-Sell Agreements—A. R. Kimbrough—925 
Fiduciary Duties Under Buy-Sell Agreements 
—E. L. Robb—1172 
Survivor Purchase Agreements and Taxes— 
George J. Laikin—880 
20 Pointers on Liquidation of Business Inter- 
ests—G. Van Velsor Wolf—24 
Life 
Designation of a Testamentary Trustee—Ray- 
mond W. Jones—1071 
Life Insurance Trusts With ‘“‘Pour-Over” Will 
—Rollin B. Mansfield—1071 
Testamentary Trust for Insurance ?—-Advan- 
tages & Problems under Law Permitting 
Policy Designation of Testamentary Trustee 
—Henry Cooper—113 & comment 299 


INVESTMENT POWERS 


Canadian Trustee Investment—John F. G. 
Smele—449 

Deviation from Restricted Authority Not Per- 
mitted—Capital Gains Taxes Not Relevant 
—N. Y.—1195 

Inflationary Rise in Economy Does Not Per- 
mit Change in Decedent’s Restrictions on 
Investments—N. Y.—288 

The Speculative Boston Trustee—Or the 
“Safe” Profit of Commerce—C. A. Peairs, 
Jr.—142 

Trustee Not Permitted to invest in Stock un- 
der Instrument Predating Change in Law— 
Pa.—1090 


INVESTMENTS 


Aluminum—T&E and Reynolds Metals Co. 
1133 

American Depositary Receipts—New Dimen- 
sion in Investment—1100 

Are Stocks Too High? Or is it Different This 
Time?—Roger F. Murray—1053 

Automation In Industry—Recreation in Leis- 
ure Time—T&E and American Machine & 
Foundry Co.—612 

By Growth Obsessed—Balance and Perspec- 
tive Today’s Need in Trust Investment Pol- 
icy—Bascom H. Torrance—226 

Changing Concepts of Trust Investments—Di- 
versification of Investments—Leonard T. 
Scully—912 

Common Stocks, Taxes and Prices—Burton A. 
Miller—234 

Economic Readjustment—Trust Investment— 
Dr. Marcus Nadler—222 

Effect of Fare Increase on Airlines’ Earnings 
—John H. Lewis—122 

Electrical Equipment for America’s Growth in 
Power—T&E and Cutler Hammer Co.—96 

Expansion in Prospect for Uranium Produc- 
tion in U. S.—Gordon A. Weller—1060. 

Favorite Canadian Equities (List)—Staff Sur- 
vey—452 

Investment Company Notes—Henry Ansbacher 
Long—Monthly feature 

Henry Ansbacher Long Index of Mutual Funds 
—Monthly feature 


1200 


Lower Corporate Earnings But Opportunities 
in Equities for Trust Investment—T&E 
Study—41 

Management Speaks—O. Rogers Flynn, Jr.— 
Monthly feature 

Materials Handling and Transport—T&E and 
Clark Equipment Co.—412 

Measure of Surcharge for Keeping Cash in 
Commercial Department—Mass.—768 

1958—A Year To Remember ?—Panel—237 

Nuclear Developments in Industry—826 

Nuclear Energy Report—Vincent R. Fowler— 
Monthly Feature 

Oil & Gas Properties—Principal-Income Ques- 
tions in Fiduciary Accounts—Hugh F. Coyle 
—1026 

Oil: Versatile Genie of Energy, Lubrication, 
Chemistry—T&E and Cities Service Com- 
pany—516 

Panel Considers Growth Stocks and Construc- 
tion, Steel, Motors & Petroleum Industries 
(Mid-Continent Conference)—1140 

Panel Favors Bonds With Equities (Western 
Conference )—1050 

Panel Sounds Note of Caution on Stocks 
(Southern Conference)—543 

Paperboard & Forest Products—New Forms 
Serve New Distribution Needs—T&E and 
Diamond Gardner Corp.—1008 

Petrcleum—Production and _ Servicing—T&E 
and Dresser Industries—8& 

Power Sources and Controls Silent Servants of 
Industry—T&E and Worthington Corpora- 
tion—308 

Stocks Held by Institutional Investors Mutual 
Fund—49 

Textile Industry—-T&E and Burlington Indus- 
tries, Inc.—780 


JOINT TENANCIES 


Character of Proceeds Upon Sale of Real 
Property Held by Joint Tenants—II1.—1090 
Devise of Portion of Joint Estate to Co-ten- 
ant is Invalid—Fla.—504 

Effect of Subsequently Created Joint Tenancy 
and Bequest Upon Will—lIowa—769 

Joint Bank Account Did Not Create Gift—Pa. 
—769 

Murderer-suicide’s Estate Entitled to One- 
Half of Tenancy by Entireties—Ind.—172 

One Owner May Devise Property with Consent 
of Other—Kans.—172 

Ownership of U. S. Savings Bonds Determined 
by Federal Regulations—Texas—393 

Survivor Not Conclusively Entitled to Joint 
Account in Federal Savings and Loan Asso- 
ciation—N. Y.—393 

Survivor Not Entitled to Balance in Joint 
Bank Account—Canada—172 

Unpaid Portion of Purchase Price Belongs to 
Surviving Owner of Realty under Contract 
of Sale—Kans.—991 


JURISDICTION 


Agent of Trustee Claiming Status as de facto 
Trustee May Not Invoke in rem Jurisdiction 
Over Trust Matters—Minn.—696 

Contingent Liability of Nonresident Insurance 
Company Does Not Give Basis for Appoint- 
ment of Administrator—Fla.—696 

Court Had No Authority to Impose Lien on 
Foreign Trust—Cal.—1195 

Exclusve Jurisdiction of Probate Court Over 
Claim Can First Be Asserted in Appellate 
Court—Colo.—496 

Orphans’ Court Has Jurisdiction over Rents 
from Estate Property—Pa.—393 

Probate Court Has No Control Over Indepen- 
dent Executor—Texas—394 

Probate Court May Not Hear Claim Involving 
Will Construction—Neb.—600 

Tax, Probate and Other Tribulations of the 
Non-Resident Resident—Panel: Richard H. 
Forster, Louis M. Brown and Sidney D. 
Krystal—896 





LAWS & LAW REFORM 


Improvement of Probate Procedure—Program 
for Future Study—Charles A. Woods, Jr.— 
910 


Significant Trust and Probate Decisions—P2] 
E. Iverson—946 

State Legislation Affecting Trusts and Estaies 
—P. Philip Lacovara—950 

State Legislation Affecting Trusts and Estates 
—391, 499, 592, 692, 763 

Trust and Probate Literature—W. F. Schulz, 
Jr.—952 

Uniform Act for Simplification of Fiduciary 
Security Transfers—907 

Why Fiduciaries Should Support Model Securi- 
ties Transfer Act—Francis T. Christy—205 


LIFE TENANT & REMAINDERMAN 


Allocation of Fees to Income Held Proper 
Pa.—1195 

Apportionment of Proceeds of Sale of Stock 

N. J.—505 

Apportionment of Stock Splits in Trust Estate 
not Governed by Uniform Principal and In- 
come Act—Application of Pennsylvania Rule 
—Md.—288 

Court Has Power to Authorize Sale of Prop- 
erty Devised with Contingent Remainder— 
S. C.—505 

Devise to Widow as Long as She Remained 
Such Created Only Life Estate—Miss.—84 

Former Entitled to Entire Trust Income Un- 
less Otherwise Provided—Tenn.—992 

Former’s Estate Entitled to Accumulated In- 
come—Ore.— 992 

Income During Probate Administration—Effect 
of Decree of Distribution on Rights of In- 
come Beneficiary and Remainderman— Cal. 
—858 

Income Payments of a Specified Amount Held 
Cumulative—I]].—1196 

Income Tax on Gains Charged to Capital 
Mass.—84 

Legal Life Estate with Power to Consume— 
Accounting on Death of Life Tenant—Md. 
394 

Life Estate for Support with Gift Over of 
What Remains on Death Does Not Carry 
Power to Mortgage—Mass.—85 

Life Estate with Power to Use for Sole Bene- 
fit Does Not Permit Waste or Disposition by 
Gift or Will—697 

New Business Approach—Nancye B. Staub 
1079 

1954 Code’s Effect on Principal-Income Adjust- 
ments—Harold Wurzel—16 

Parties in Interest Where Life Estate is Con- 
sumed—N. C.—172 

Power of Disposition Includes Power to Make 
Gift—Texas—696 

Power of Disposition Includes Right to Sell 
Property Without Offer to Remainderman 
S. C.—697 

Presumption of Child Bearing Capacity—Life 
Tenant Not Entitled to Represent Unborn 
Remaindermen in Proceeding for His Own 
Benefit—Tenn.—1090 

Rule in Shelley’s Case Applied—Md.—992 

Stock Dividend Results when Surplus is Capi- 
talized—N. Y.—993 

Trustee’s Discretion to Determine Income 
Principal Allocation Applies to Income Dur- 
ing Probate—Cal.—506 

Undisturbed Income Belongs to Life Tenant’s 
Estate—Tenn.—1091 





LIVING TRUSTS 


Broad Powers including Revocation Do Not 


Make Inter Vivos Instrument Testamentary 
—Colo.— 394 

Remainder to Heirs Did Not Create Reverter 
—Ky.—769 


Widow’s Statutory Right to Elect Against Will 
May Be Subject Matter of Trust Prior to 
Her Election—Trust is Irrevocable—W : 
506 


MANAGEMENT POLICIES 


A Credo on Personnel Training—Jame: M. 
Slay—574 

Obligations of Trust Service—Five Grou»: to 
Whom Duties Are Owed—Walter Kenneiy— 
188 
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Following Up Of Wills File 


On The Publicity Front 
Solicitation of Estate Business 


Panel Considers Problems of Smaller Trust 


Departments—257 


Publicizing Trust Charges—Appraisal of Pros 


and Cons—Official Pamphlet 
Gilbert T. Stephenson—565 


Suggested— 


Seven-Point Program fer Trust Profitability— 


Walter Kennedy—1028 


Steps to Success for Small Trust Department 


—Wesley L. Johnscn—1121 


NEW BUSINESS 


Art of Trust Advertising—Merrill Anderson— 


192 


Developing Trust Business Through the Pro- 


fessions—J. Ben Mcore—577 
Sinclair Harcus 
—1074 


How To Develop Pension and Profit-Sharing 


Business—Thomas P. Bowles, Jr.—568 


Monthly Feature 


of Intestate 


Customers—John Barry Hubbard—1073 


Trust Promotion In Canada—443 
Trust 


Promotion Takes to Theatre (Chase 


Manhattan Bank)—687 
What Can You Afford to Pay for New Trust 
Business ?—Earl R. Hudson—1036 


PENSION & PROFIT SHARING TRUSTS 


Canadian Experience with Self Pensions 


Glenn Garbutt—1127 
Canadian Trends In Pensions—Pooled Funds— 


Investment—Individual Savings Plans—R. 
S. Whyte—408 
Deferred Compensation—Herman C. Biegel— 


639 
Digest—monthly—Hilary L. Seal: Is Your 
Pension Plan Actuarilly Sound ?—63; Insur- 
ance Guarantees in a Pension Plan (Letter) 
91; Pensions and the Cost-of-Living—147 ; 
Effect on Tax Deductions of ‘Gains’ and 
in Pension Fund—269; Pensions 
in an Expanding Economy—363; Pension 
Plans for Banks’ Employees—477; Simple 
Rules for Determining Long-Term Salaried 
Pension Costs—583; Pension Plan Based on 
Pay in Excess of $7,500 a Year—679; Pen- 
sion Fund Yields—Up or Down ?—750; Five 
Pension Questions Management Itself Should 
Answer—839; New Legislation—The Social 
Security and Disclosure Acts—979; Coun- 
trywide Variations in Corporate Trustees’ 
Fees for Pension & Profit Sharing Trusts— 
1069; Pension in an Inflationary Era—1163 


“Losses” 


Fees For Employees Trusts—Cecil P. Bronston 
200 
Funding Pension and Profit Sharing Trusts 
Carlysle A. Bethel—1107 

How Corporate Fiduciaries Can Handle Multi 
Employer-Employee Benefit Plans—Jcseph L. 
Healy—1033 

How Estate Tax Regulations Affect Estate 
Planning For Pension & Profit Sharing In- 
terests—A. S. Moses, Jr.—616 

How To Develop Pension and Profit-Sharing 
Business—Thomas P. Bowles, Jr.—568 

Paul W. Cook—641 

Insuring Uninsured Employee Benefit Plans— 
Alfred S. Howes—717 

Modern Trends in Pension Planning—TInvest- 

ment Responsibility Most Important of Six 

Areas—R. L. Yake—792 

ew Federal and State Disclosure and Regis- 

tration Acts—Harry F. Weyher—920 

few Styles in Employee Benefit Trusts—204 

Pension and Profit Sharing For Banks—Robert 
S. Swaim—160 

Pension Trusts In Canada—A. H. Mingay—440 

Survey Of Legislation On Registering Pension 
Plans—Charles R. McNeill—196 

Pooled Pension Funds Near Quarter Billion— 
“T&E” Survey Shows 55 Banks Using Com- 
mingled Funds—531 


‘educing Pension Costs by Equity Investment 
—1047 


Insured Plans 


xT 


DECEMBER 1958 


Retirement for Self-Employed—Trustees’ In- 
terests in Preparation for Eventual Passage 
of Law—Richmond McLain Corbett—632 

Spendthrift Provision Valid Against Judg- 
ment Creditor—Tex.—697 

Trust Service for Union Funds—719 

United Kingdom’s Expjerience with Pensions 
For Self-Employed—Gordon A. Hosking— 
313 

Welfare Funds as Source of New Business 
William F. Delafield—1072 


PERPETUITIES 


A Thirty-Year “Minority” 
Perpetuities—S. 


for Rule Against 

Raymond Dunn—841 & 999 

Interest of Afterborn Child of Settlor’s Son 
Held Not Too Remote—Tenn.—506 

New York’s Rule Against Perpetuities Liber- 
alized—301 

Portions of Trust, Otherwise Valid, Held In- 
valid Under Doctrine of ‘Infectious In- 
validity’”—Formal Trust Does Not Require 
Notice To Beneficiaries—-Mass.—858 

Validity of Limitation in Revocable Trust 
Measured as of Date of Grantor’s Death 
Ga.—1196 





POWERS OF APPOINTMENT 


Although Substitute Residuary Beneficiary is 
Ineligible Appointee, Power is Exercised by 
Residuary Clause—N. Y.—85 

Beneficiary’s Power to Demand Principal May 
Not Be Exercised by Guardian or Court— 
N. Y.—600 

Evidence Inadmissible to Show Testator Did 
Not Intend to Exercise Power—N. Y.—770 

Testamentary Appointments Valid Under New 
York Law Notwithstanding They Would be 
Invalid under Law of Decedent’s Domicile— 
N. Y.—600 


POWERS 


Foreign 
Rights of Non Resident Trust Companies—987 
Limitations 

Deviation from Trust 
(England )—855 

Executor’s Compromise of Controversy- 

288 

Option Given by Surviving Spouse Prior to 
Appointment as Administrator was Invalid 
—Wash.—1197 

Rights of Personal Representative to Breach 
Executory Contracts of Decedent—Lewis M. 
Simes—873 

Trustee’s Discretion not Controlled by Court 
—Cal.—993 

Reference to Monetary Share in Real Estate 
Passes Title—Pa.—697 

Scope of Trustee’s Controlling Power Limited 
—Pa.—85 

Trustee Required to Make Payments to State 
Hospital Despite Spendthrift and Discretion- 
ary Provisions—Cal.—289 


Authority Broadened 


Mass. 


PUBLIC RELATIONS 


Art Of Trust Advertising—Merrill Anderson— 
192 

“Personal Affairs Month’’—353 

Trust Promotion In Canada—443 


REAL PROPERTY 


Deed Intended to Pass Title After Death of 
Grantor Held Void—Wash.—289 

Devise of Encumbered Parcel Passes Free of 
Debt—Md.—770 

Good Outlok for Real Estate—James C. Downs, 
Jr.—1067 


Lease Made by Heir to Whom Property Was 
Set Aside in Lieu of Homestead is Valid— 
Wash.—173 

Real Estate Management—Suggestions for 
Minimizing Administrative Problems—Roy 
A. Holmes——318 

Rights of Lessee, with Option to Purchase, 
Upon Death of Lessor—Fla.—86 

Tax Choices in Acquiring Trust Realty 
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The Banks and Trust Companies listed below, whose advertising during the past year has also supported the work of 
TRUSTS AND ESTATES in serving the interests of fiduciaries, are especially qualified to handle trust business in their area, 
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He’s looking into the future...of your client 


AT FIRST, he saw it as so many seemingly un- 
related facts. But more digging, more study 
.and now he, the Connecticut General man, 
begins to shape it into the orderly notes he will 
bring to the attorney’s desk... your desk. 


Full of facts and figures, this plan will show a 
genuine understanding of your client’s particu- 
lar problems. Every asset will be listed and 
judged for its ability to help your client fulfill 
his goals in life. Where necessary, the CG man 
will make suggestions for a more productive 





use. With the necessary groundwork done, you 
will then be able to give your client more imme- 
diately the maximum benefit of your counsel. 


This initial call may be the start of a friendly, 
worthwhile association for you and your client 
with the CG man. It may well last a lifetime. 
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